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FOREWORD 


This study was prepared for the Senate Subcommittee on Patents, 
Trademarks, and Copyrights by Dr. Fredrik Neumeyer, head of the 
patent division of the State Telephone & Telegraph Administration of 
Sweden. It is part of the study of the United States patent system 
conducted pursuant to Senate Resolutions 55 and 236 of the 85th 
Congress. It is one of several being prepared under the supervision of 
John C. Stedman, associate counsel of the subcommittee. 

As pointed out in the foreword to our study No. 12, compulsory 
licensing in various forms has been a matter of continuing and lively 
interest in this country for decades, although actual legislation has 
been limited to special situations, such as Government use and atomic 
energy. In contrast, the patent laws of most other major industrial 
countries have long contained broad compulsory licensing provisions 
and have developed substantial bodies of law on the subject. The 
value to us of a careful, thoroughgoing and analytical study of the 
experience of these countries, needs no elaboration. Dr. Neumeyer 
has provided “us with such a study. He gives especial attention to 
those countries in which compulsory licensing practices have played 
a significant role, such as Canada, England, and Germany, although 
the laws of other countries are considered as well. 

Dr. Neumeyer’s study reflects a rare combination of long experience 
in patent practice, extensive knowledge of patent history and admin- 
istration, and a high degree of analytical ability and facility in writing. 
A better qualified writer on this particular subject woe. be hard to 
find. He is not only the head of the patent department of the Swedish 
State Telephone and Telegraph Administration but is recognized as 
one of the leading world experts in patent law and practice. He has 
written extensively on patents, monopoly, cartels, and related subjects, 
and has participated in numerous international conferences on these 
subjects. The present study is the outgrowth and elaboration of a 
study initiated if him in 1954, while at the University of Michigan 
on a Fulbright seholasaht R 

In publishing this study, it is important to state clearly that the 
views expressed by the author are entirely his own. The subcommittee 
welcomes the report for consideration, but its publication in no way 
signifies acceptance by the subcommittee of the statements contained 
in it. Such publication does, however, testify to the subcommittee’s 
belief that Dr. Neumeyer’s study represents a valuable contribution 
to brs literature and that the public interest will be served by 1ts 
publication. 

Josep C. O’Manoney, 
Chairman, Subcommittee on Patents, Trademarks, and Copy- 
rights, Committee on the Judiciary, United States Senate. 


DucumsBsr 24, 1958. 
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Report, Patents, Trademarks, and Copyrights (S. Rept. No. 1430, 85th, 2d, 1958). 
By Fredrik Neumeyer 


I. INTRODUCTION 


If patent rights are going to fulfill their role in competitive econ- 
omy to the best advantage, they must be subordinated and keyed to 
other general and specific legalrules. Granted that individual patents 
are limited in time and in their size and scope, collectively—and 
sometimes individually—they may be a powerful weapon in the eternal 
struggle of competition as well as a substantial source of income. 
| Operating as they do under different legal systems and different 
economic and political conditions, it is not surprising that the law- 
makers in different countries have given different answers to questions 
concerning the role and status of patents in their respective economies. 
Many industrial countries in the Western Hemisphere have erected or 
modified existing judicial remedies in order to safeguard the competi- 
tive system against the full potential impact of patent rights. A 
common device directed to this end is the compulsory license granted 
to an applicant or applicants by certain authorities. eV 

To start with the United States, the idea of compulsory licensing 
of patent rights has never been popular there. Ever since 1877 
attempts to introduce such provisions into the American patent 
system through bills in Congress have been both frequent and unsuc- 
cessful.? This is all the more remarkable, considering that it was the 
United States Senate which proposed a compulsory licensing amend- 
ment to the first United States patent law in 1790—nearly 100 years 
before this remedy appeared in the patent laws of any other country.? 
The relevant section of the proposed amendment stated that the 
Supreme Court (or any two justices thereof) should be authorized to 
inquire about complaints that a grantee of a patent was pegecting 
to offer for sale a sufficient number of any “Manufacture, Engine, 
Machine, Art or Device” or improvement thereof or was selling ‘at 
a price beyond what may be judged an adequate compensation.” 
Upon finding such circumstances, the court would have been em- 
“T Literature in English giving an international survey of the subject of comparative law is rare. Some 
material appears in; Ladas, The International Protection of Industrial Property (1930); hearings before the 
Subcommittee on Gor pulsary Licensing of the House Committee on Patents, 75th Cones 3d sess, (1938); 
Federico, Compulsory Licensing in Other Countries, 13 Law and Contemp. Prob. 295 (1948); Frost, Legal 
Incidents of Nonuse of Patented Inventions Reconsidered, 14 Geo. Wash. L. Rev. 273, 435, 449-459 (1946); 
Reik, Compulsory Licensing of Patents, 36 Am. Econ. Rey. 811 (1946); Penrose, The Economies of the 
International Patent System, chs. VII and VIII (1951); U. N. Economic and Social Council Off. Ree., 
16th sess., supp. No. 11B, Restrictive Business Practices, annex C (1953); Timherg, Restrictive Business 
Practices, Comparative Legislation and the Problems That Lie Ahead, 2 Am. J. ponte. L, 445 (1953); 
Riesenfeld, The New United States Patent Act in the Light of Comparative Law, 102 U. Pa. L. Rev. 291- 
332, 723-57 (1954), 36 J. Pat. Off. Soc'y 406 (1954), 37 id. 700 (1955); Note, Study of compulsory licensing and 
dedication of patents as relief measures in antitrust cases, 24 Geo, Wash. L. Rey. 223 (1955). “For additional 
bibliography on compulsory licensing, see Legislative Reference Service (Julius Alien, et al.), Economic 
Aspects of Patents and the American Patent System: a Bibliography, study No. 14, items 309-334, Senate 
Subcommittee on Patents, Trademarks, and Copyrights, 85th Cong., 2d sess. (1958)—this series will here- 
inafter be cited as Senate Patent Study No. —. 

2 See Legislative Reference Service (Corry), Compulsory Licensing of Patents—a Legislative History, 


Senate Patent Study No. 12 (1958). 
$ Penrose, The Economics of the International Patent System, pp. 165-166 (1951). 
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powered to see to it that the patentee offer the patented product for 
sale at reasonable prices and, upon his failure to do so, “to grant to 
the complainant full and ample license to make, construct and vend”’ 
such patented invention. The House of Representatives refused, 
however, to agree to this amendment and the Senate then withdrew it. 

Among the various suggestions in recent times, few have received 
more attention than the reforms proposed by the Temporary National 
Economic Committee (TNEC) in its final report of 1941. It recom- 
mended legislation making “any (!) future patent available for use by 
anyone who may desire its use and who is willing to pay a fair price 
for the privilege in order to eliminate the use of patents in ways in- 
imical to the public policy inherent in the patent laws.’”’"* Provisions 
of this sweeping type asking for across-the-board licensing of patents 
have never Pobiane law. It may be of some historical interest, how- 
ever, that more than 40 years earlier than the TNEC, a representa- 
tive of the Industrial Commission, in many ways a predecessor of the 
later TNEC, Prof. J. W. Jenks, advocated compulsory licensing of 
patents in the United States.6 The principles and remedies in con- 
nection with the use or nonuse of American patents were first dis- 
cussed in this century by the courts in the years 1905-08 in the Paper 
Bag case.6 The question of law was: Could infringement of a patent 
for an improvement in paper-bag machines be restrained in spite of 
the fact that no use had ever been made of the patent, or would this 
constitute an improper suppression of the established business of the 
defendant? The courts, including the Supreme Court, held the 
patent valid and infringed and an injunction was granted. The 
courts held that the discovery of the inventor is his absolute property 
and he may withhold the knowledge of it from the public. The title 
of the patent owner is exclusive within the constitutional provisions 
in respect of private property. He is neither bound to use his dis- 
covery himself nor to permit others to use it. The circuit court of 
appeals commented: 


In some foreign countries the right granted to an inventor 
is affected by nonuse. This policy, we must assume, Con- 
gress has not been ignorant of nor of its effects. It has, 
nevertheless, selected another policy; it has continued that 

olicy through many years. We may assume that experience 
tes demonstrated its wisdom and beneficial effect upon the 
arts and sciences.” 


The remedy of compulsory licensing was obviously not considered 
at that time. The doctrine of the Paper Bag case was later criticized 
by Schechter ® and, within limits, was modified by the courts in a 
series of cases in the 1940’s. As a result of these cases, compulsory 
licenses have been granted and enforced by American courts on a large 
scale ever since 1945. These licenses have been based entirely on 
the antitrust laws and have been ordered against patentees guilty of 
violation of these laws. In several cases, a great number of patents 
have been “dedicated to the public” on a royalty-free basis; in other 
Coen et ae oa a epot der Sonctary of Commeree W. C. Taylor 
dissented.) 

(oe Peerer en een Paper Bag Co., 210 U. S. 405 (1908). 


7 Quoted in Oppenheim, Cases on Federal Antitrust Laws—Trade Regulation, p. 698 (St. Paul 1948). 
8 Rieter, Would Compulsory Licensing of Patents Be Unconstitutional? 22 Va. L. Rev. 287, 295 (1936). 
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words, the patents have been expropriated.’ Compulsory license 
provisions of a far-reaching character existed also in the Atomic 
Energy Act of 1946, through the term ‘“‘compulsory license”’ itself did 
not occur there. The patent provisions of the new Atomic Energy 
Act of 1954 eliminate most of the alleged disadvantages of the very 
general licensing provisions of section 11 (c) of the act of 1946, and 
thus are more favorable to private initiative and ownership. 

In Europe, legislators have gone different ways and taken varied 
approaches. I will limit my discussion to a brief examination of 
legislation and enforcement of compulsory licensing under patents in 
some European countries and in Canada. In treating the problems of 
compulsory licensing, one cannot avoid—especially in the earlier 
period of modern European and Canadian legislation—a rather full 
discussion of compulsory working policy, since compulsory working, 
as a legal remedy to counterbalance certain restrictive uses of exclusive 
patent rights deemed harmful from the standpoint of public policy, 
appeared considerably earlier than did compulsory licensing—at least 
in countries such as England, whose patent grants date back to the 
Middle Ages. In the history of international agreements, i. e., in 
the development of the Paris Union, the same is true. Compulsory 
licensing of patent rights, conditioned in different ways, was developed 
as a more refined way to solve certain restraints of trade, as compared 
to the often crudely applied rule of compulsory working. The latter, 
after all, served a protectionist economic policy which conflicts 
soneiderahly: with the present international trade policy of the Western 
World. 

One group of nations has written the legal rules into their cartel or 
antitrust laws; others have written them into their patent laws; some 
have both types of law. One country (Austria) actually created a 
special law of its own limited to the regulation of the competitive use 
of patents. A minority of countries with little industrial development 
and without a free competitive economy, have not regulated in this 
area at all. 

Conflicts occur—and not only in the United States—between the 
legal philosophy reflected in the antitrust and anticartel laws and that 
representing the protection of industrial property rights. Control of 
monopoly by government agencies and control of detrimental restric- 
tive trade practices by antitrust and anticartel laws are, however, not 
inconsistent with legal monopoly rights in the form of patents. Dur- 
ing recent years it 4 been convincingly made clear by S. Chester- 
field Oppenheim in the United States and by Otfried Lieberknecht in 
Germany that the principles of free competition are quite compatible 
with the ownership and use of patent rights.!? It is misuse of the 
economic power in connection with ownership of patents that is recog- 
nized by these authors, and suitable remedies for such misuse, among 
them compulsory licensing, are examined and analyzed. 

The question whether such a misuse embodied in detrimental 
restraint of trade should be prevented through suitable provisions 
in an anticartel law or by compulsory licensing provisions in the 
patent law, is a problem to which Germany also has paid attention. 
In 1923, the German Cartel Court, in accordance with the German 

§ The most notable and recent adjudicated case so providing is United States v. General Electric Co., 115 
F. Supp. 835 (D. N. J. 1953) (the so-called fiuorescent lamp case). 


19 See, for instance, Oppenheim, Patents and Antitrust: Peaceful Coexistence? 54 Mich. L. Rev. 199 ff; 
Lieberknecht, Patente, Lizenzvertrage und Verbot von Wettbewerbsbeschrinkungen (Frankfurt, 1953). 
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Cartel Statute of 1923, ruled against the German yeast association 
for using patents (patent agreements) as a means to dominate the 
market in question. Again, in 1934, it held against the Telefunken 
firm in two decisions concerning agreements for licensing the construc- 
tion of radio receiver sets. In the last-mentioned cases, the agree- 
ments involving certain basic patents were found by the cartel court 
to be cartel-like in character and the exclusive provisions contained 
therein were declared void. To award compulsory licenses in a case 
in which members of a cartel refused licenses to outsiders was, how- 
ever, considered outside of the jurisdiction of the cartel law. But the 
court did hold that if a licensor refuses to license a given firm to sell 
a patented product, the court may compel him to remove this 
restraint, pursuant to section 9 of the Cartel Statute. 

On the other hand, the German Patent Office in 1923 stated that 
compulsory licensing would not lie against the association of the 
German autogenous welding industry. It recognized that the practice 
of the association (which was an industrial cartel consisting of a num- 
ber of independent firms in the field) of granting patent licenses only to 
applicants who became members of the association, constituted a use 
of patents as a means to coerce applicants to organize and become 
members, but concluded that such an act in itself would not justify 
granting a compulsory license as tl required in the public interest. 
To justify such a license, the office held, there must have occurred an 
additional misuse of the power of the cartel, or exist a failure to satisfy 
some demand or a use of the patent right in such a way as to cause 
injury to legitimate business interests and practices.’* The leading 
German author, Hermann Isay, contended that the cartel statute 
could not be applied to reach the effect of a compulsory patent license. 
According to section 11 of the patent law of that time (sec. 15 of the 
present patent law), he contended, only the patent office and the 
German Supreme Court could grant such licenses, not the cartel court; 
in his view, the cartel statute constituted a special law which could 
not be extended into other fields.* Ristow has studied the question 
whether a nonmember ofa patent cartel could undermine the basis of 
such a restrictive cooperation by action for compulsory license. In 
connection therewith, he defined the patent cartel as involving a 
cooperation that had its origin, not in government action, but in the 
voluntary declarations and wishes of the participants.’ 

The same problems arose again in the defeated Germany after 1948, 
when the Allied Powers sought a comprehensive regulation of the 
German monopoly and cartel questions. In enacting a final antitrust 
law in July 1957, the German Parliament also passed upon the ques- 
tion as to the use of patents as a means of restricting trade. Section 20 
of this law declares patent license agreements to be void inasfar as 
they impose on the buyer or the licensee restrictions in commerce and 
trade which surpass the contents of the exclusive right. According 
to the preamble of the law, this special regulation is necessary because 
the monopoly position which an inventor receives through his patent 
as a reward for his creative performance might tempt him to impose 
additional restrictions upon free competition along with the grant of a 

u Kartell Rundschau, p. 264 ff. (1934) and p. 88 ff. (1935). 

12 Term of the German law: ‘‘Sperre.”’ 

13das im Verkehr Ertriigliche.’” Compare Kartell Rundschau, p. 413 ff. (1926), and Lieberknecht, 
op. cit, supra note 10, at p. 43. 


14 H. Isay, Patentgesetz, p. 417 (6th edition, Berlin 1932). 
18 Gewerblicher Rechtsschutz und Urheberrecht, p. 21 (1937). 
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license, thereby extending his legal monopoly power beyond the scope 
intended by law and obtaining other advantages of a competitive 
character.!® 

The opposition of German legal scientists and practitioners to 
regulating the competitive misuse of patents by an antitrust or cartel 
law, is at the present time very strong, just as it was in the 1930’s. 
Rudolf Isay, for instance, thought that the whole special provision on 
patents in the new cartel law should be canceled. He considered 
sections 1 and 17 of the new German antitrust law as being applicable, 
if a real market power were created by patent rights. The provision 
on compulsory licenses in the current patent law should take care of 
individual patents which hamper technical progress and effective 
competition, even though they do not provide the foundation for a 
monopolistic market position.” 

The view of Méhring is that the sanctions provided in the new 
cartel law have to yield to the sanctions provided in special laws. 
Insofar as misuse of a market position by means of industrial property 
rights can be stopped by other remedies especially suitable for them, 
as for example section 15 of the patent law, application of cartel law 
measures should not be considered.'® It will be one of the tasks of 
the new German cartel authority to make clear how far the scope of 
section 20 of the cartel law is to be extended, and to mark the line 
between the legitimate protection of free competition in the field of 
patented inventions and the guaranteed time-limited monopoly right 
bestowed on the patent owner. 


Il. THE INTERNATIONAL CONVENTION FOR THE 
PROTECTION OF INDUSTRIAL PROPERTY 


Fortunately, basic provisions for compulsory licensing in European 
countries, and to some extent in other countries, are now rather 
uniform. This has happened gradually thanks to the Paris Union 
of Industrial Property Rights, of March 20, 1883, a Union to which 
not less than 45 countries now adhere (2s of January 1, 1957), and 
which can be said to be one of the most successful international con- 
ventions ever concluded between a large number of nations. Article 5 
of the Paris Union deals with measures necessary to prevent abuses 
of patent rights (mesures législatives nécessaires pour prévenir les 
abus qui pourraient résulter de l’exercise du droit exclusif conféré par 
le brevet). One example of such abuse is mentioned in Article V: 
Nonworking (Faute d’Hxploitation). The legal liabilities imposed by 
this article of the convention are subject to certain limitations. It is 
provided that the importation of objects patented in a member country 
of the Union into the country where the patent is granted, shall not 


result in and of itself in the forfeiture of the patent. Each member 


country does, however, have the right to take legal measures to pre- 
vent abuses which might result from certain assertions of the exclusive 
right granted by the patent, or from its nonuse. Nevertheless, reyoca- 
tion of a patent shall not be invoked as a consequence of such improper 


18 Written report of the Committee on Economic Policy of the German Bundestag (2Ist committ 
ee Barat oe eas Te antt of trade, ane Dosuments Nos. haved 1158, Pt. ff: Sonstige Verivige 
: f : Dr. Hoffmann; reprinted i 
Nos, Fe 0, at (Dasseidort, Teer printed in the series of pamphlets Wirtschaft und Wettbewerb, 
ewerblicher itsschutz und Urheberrecht, p. 149 (1953). H. Axter in Gewerblicher Ri 
und Urheberrecht, p. 143 ff., p. 152 (1954), takes the same writae. ape acer 
18 Gewerblicher Rechtsschutz und Urheberrecht, p. 518 (1955). 
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acts unless it appears that the grant of a compulsory license would 
not be sufficient to prevent these abuses. Finally, even the grant of 
a compulsory license cannot be sought for 3 years from the date the 
patent has been granted, and not even after that date if the patent 
owner can show reasonable ground (d’excuses légitimes) for not using 
the invention. These are the provisions in the Haag text of 1925 of 
the Paris Union. The amended London text of 1934 extended the 
safeguards protecting the undisturbed validity of patents still further, 
for instance, by barring suit for nullity of a patent prior to 5 years 
from the grant of the patent. 

‘As is clear from the wording of the Paris Convention, compulsory 
licensing as a remedy against certain abuses of patent rights is pre- 
sumed to exist in some form in the legislation of every member 
country." 

Since the Paris Union—containing this article V—is now ratified 
in one or another of its amended forms by almost all industrial nations, 
the questions connected with compulsory measures against abuse of 
patent rights treated in this article V, must have been studied and 
debated by expert committees and parliaments in all member coun- 
tries. No attempt is made in this paper to explore this interestin; 
material, but there is need for at least brief mention of how article 
came into existence and from what historical background it emerged.” 

The second half of the 19th century was the period of the large 
international exhibitions, at which was disclosed to the world the 
striking progress in technology and basic inventions made in many 
countries in the fislds of communications, manufacturing methods, 
weapons, hygienics, and personal comfort. The international exhibi- 
tion in Vienna (1873) was one of these great early exhibitions. It 
was natural, in such a meeting, for interested commercial and engi- 
neering personnel of different nations to discuss questions of legal 
protection for the exposed inventions and the accumulation of new 
technical products. At this time, most countries had, as a part of 
their national patent laws, some provisions requiring that inventions 
be worked within a certain period. The Austrian patent act had 
such a provision. Some countries, particularly the United States, 
seem to have been fearful of inadequate protection for their inven- 
tions in Austria. Complaints from the United States were directed 
especially against Austrian compulsory working laws which required 
that patented articles be manufactured in Austria within 1 year 
after the issuance of the Austrian patent. A contemporary paper 
called this a “most vexatious rule” and other Austrian regulations a 
“orievous ill-treatment.” The diplomatic discussions between the 
United States and Austria before the opening of the exhibition appar- 
ently were the forerunners of the plan to set up, on an official basis, an 
international conference on patent legislation. The plan found 
widespread approval and representatives from 13 countries attended 
this first meeting, held in Vienna, in August 1873. 

10 The exercise of this remedy, the extent to which it should be applied and under which premises, is 
discussed more in detail in article V. 

2 On the history of the Paris Union, see Osterrieth and Axter, Die Internationale Ubereinkunft zum 
Schutze des Gewerblichen Eigentums, vom. 20, Miirz 1883, at pp. 112-135, (Berlin, 1903); Pelletier, Vidal 
and Naquet, La Convention d’ Union pour la protection de la Propriété Industrielle du 20 Mars 1883 
(Paris, 1902); Pieper and Schmid, Geschichte der Internationalen_ Union fiir den Schutz des Gewerblichen 
Figentums (Berlin, 1893); Osterrieth, Die Haager Konferenz, 1925, at pp. 38-43 (Leipzig, 1926) Ladas, op. 
cit. supra note 1, at pp. 73-327; Plaisant, Traité de Droit Conventionnel International Concernant la 


Propriété Industrielle (Paris, 1949); Penrose, op. cit. supra note 3, chs. III, VII, and VIII. 
1 Penrose, op. cit. supra note 3, at p. 45, note 7. 


LICENSING OF PATENTS UNDER NON-AMERICAN SYSTEMS 7 


In spite of the fact that the United States contributed to bring 
about this exchange of ideas, the conference was dominated by Ger- 
mans and German points of view.” One of the purposes emphasized 
for the creating of a system to guarantee the protection of invention 
by all civilized nations, was to encourage patentees to permit others 


to use their inventions. This view was expressed in the following 
words: 


It is advisable to establish legal rules, according to which the 
patentee may be induced, in cases in which the public interest 
should require it, to allow the use of his invention to all suit- 
able applicants for an adequate compensation. 


The resolution containing this wording was carried by a vote of 

17 (with the American delegation seohely ependine) # Mae, de 
puinepls of compulsory licensing on the basis of public interest was 
here clearly stated for the first time by a large international assembly. 
although an unofficial one. At the same time, the principle of com- 
pulsory working was rejected by laying down the ce that nonuse of 
an invention in a given country should not involve forfeiture of the 
patented invention in that country (resolution IT (g)). 

Five years later (1878), the great international exhibition in Paris 
gave rise to a second international conference, this time under the 
auspices of the French Government. With French points of view 
dominating this time, the attitude of the Conference was reversed and 
compulsory licensing was opposed as a sanction for failure to work 
a patented invention. The French viewed compulsory licensing as a 
derogation of the right of property. In case of abuse, they preferred 
outright elimination of the patent right, rather than any modification 
or qualification of that right. No final agreement on the subject. was 
reached, however. Instead, a permanent international commission 
was created to prepare a draft proposal for later consideration by an 
international convention. At the Conference in Paris in November 
1880, attended by representatives from 21 countries (not including 
Germany), a draft convention was adopted. The convention con- 
tained an article V which provided that the introduction of an object 
into a member country in which such object was patented, should not 
cause a forfeiture of the patent right. The purpose was to counter- 
balance on an international scale the effect of compulsory working 
provisions contained in many national laws. On March 20, 1883, the 
convention was finally approved and signed in Paris. On July "4 
1884, it came into being. Eleven countries, including England, 
France, Italy, Holland, Belgium, Switzerland, Spain, and Portugal, 
joined from the beginning and thereby pledged to conform their 
legislation and their administrative and court practice to these new 
principles. 

In the little-known Rome Conference of 1886 and the Madrid Con- 
ference of 1890, there were extensive discussions of the question how 
to interpret the word “work” (French ‘“exploiter’’). Tunisia sug- 
gested in Rome that each country should be free to interpret this key 
word of article V on its own.% In Madrid, France also urged that 

% A different interpretation of these events, with respect to thi 
Seen Pon Baha SEROMS gest ape van ae eae 
zr enrose, op. elt. supra tte 3, at p. 7 and note 11. Bae! eA ect ee ee toes 

5 always had meant “‘fabriquer,’”” which implied that working of an invention by 


selling in France a patented i 
Pequissuaante ore petense0 peace 7 eat outside of France did not fulfill the working conditions 


8 LICENSING OF PATENTS UNDER NON-AMERICAN SYSTEMS 


interpretation be left to national legislation. Also in Madrid, Count 
Hamilton, as spokesman for Sweden and Norway, stated that these 
countries had working provisions for patents, but that they were 
bound to disappear. He presented the social argument that compul- 
sory working meant insurmountable difficulties for poor inventors 
and at the same time provided no benefits for industry. The best 
system for balancing interests, in his view, would be compulsory licens- 


ing, since under that system the inventor need not exploit the in- . 


vention himself, but could not oppose others using it, if he failed to do 
so. In the final proceedings of the Madrid Conference (Protokoll 
IV, No. IV), it was definitely concluded that the interpretation of the 
word “exploiter” should be reserved for the decision of each country. 
In the 1897 Brussels Conference, the International Berne Bureau pro- 
posed for the first time in the history of modern patent law that a 
3 years interval be required before the nonworking sanctions could be 
imposed, and that forfeiture of a patent should take place only if 
the patentee was unable to give sufficient reasons for his inactivity. 
Germany, as well as the United States, the Scandinavian countries and 
some others, were in favor of this latter provision and it was accepted, 
but no wording was introduced into the language of article V specify- 
ing these “sufficient reasons” for nonworking Giitzerland wanted as 
such a reason that unsuccessful license offerings were made by the 
patentee). The “3 years” limitation was finally accepted by the 
second Brussels Conference in 1900 and was destined to become an 
internationally accepted criterion, although it was not applied by all 
member countries of the Paris Union.” In the final proceedings of 
the Conference it was expressly stated as No. 3b i ee by Ger- 
man and French delegations) that no fixed listing of “‘sufficient reasons” 
for not exploiting could be determined in advance, and that competent 
authorities should in each case decide according to existing circum- 
stances whether excuses for nonworking were valid or not—a clear- 
cut “rule of reason.’’ 7 

For some years, Germany went its own way, but finally ratified the 
Paris Union in 1903. In the meantime, it concluded direct bilateral 
agreements with three of its neighbors—on December 6, 1891, with 
Austria; on January 18, 1892, with Italy; and on April 13, 1892, with 
Switzerland—thereby building up its own “‘restricted union.” Under 
these agreements, working a patent in one contracting country was 
considered to be equivalent to working it in the other country. Two 
further agreements of the same type were concluded by Germany 
later on: on February 23, 1909, with the United States, and on August 
28 and December 24, 1925, with Greece. 

The 1909 agreement with the United States was interpreted by a 
remarkable decision of the German Supreme Court in the same year.”* 
The court pointed out the two basic alternative systems underlying 
patent legislation and influencing compulsory working and licensing 

26 Proces-verbaux de la Conférence de Madrid de 1890, at p. 138 (Berne). 
2 The International Berne Bureau proposed originally a restricted union, including those member 
countries which were willing to agree that nonuse of the patent should not cause its forfeiture, provided the 
tentees were willing to grant licenses after a certain time. The principle [of creating restricted unions, 
jowever, was opposed by important countries and was never put into effect. 
1 The Germans in their proposals talked about different specified circumstances excusing nonworking, 


which can be categorized as consisting of circumstances ‘independent of the will of the patentee.” 
28 Reichsgericht, November 20, 1909, in XVI Blatt fiir Patentwesen 9. 
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provisions—alternatives that are still of current issue today, almost 
50 years later. The court said: mi . 


The point of view can come to the front that the patent 
system on the one hand has to serve the national industry, 
to foster it and by increased employment raise the domestic 
prosperity. It can also stress the viewpoint that the free 
international exchange of all technological progress achieved 
anywhere and of the products in this way newly created, 
should be attained. The agreement with the United States 
(on mutual acknowledgement of working) is based on the 
approval of the second viewpoint. The American industry 
being free from compulsory working according to domestic 
laws, is privileged in Germany in view of the national 
industry and Americans are allowed to use their German 
patents also for suppressing of German industrial activity 
(Gewerbefleiss) ; it (the agreement) approves at the same 
aoe oe, and new viewpoints for the definition of public 
interest. 


. In the conferences for revision of the Paris Union held in Brussels 
in 1897 and 1900, however, German delegations started to take part 
and cooperated peorovaly with other delegations. 

In the interval between the Brussels Conference of 1900 and the 
Washington Conference of 1911, professional organizations (L’asso- 
ciation internationale pour la protection de la propriété industrielle) 
held nine meetings.” Compulsory working and compulsory licensing 
were to be found on every agenda of these meetings and were discussed 
extensively. 

Finally, at the official Conference of Revision in the Hague in 1925, 
the principle of compulsory licensing—once suggested unofficially in 
Vienna in 1873—was accepted and incorporated into article V. The 
sentence added to article V was as follows: 


These measures can only lead to the forfeiture of the patent 
if the grant of a compulsory license is not sufficient to 
prevent the abuse. 


Thus, the more moderate sanction of compulsory licensing, in contrast 
to outright forfeiture, is here adopted for application against such 
“abuses” as nonworking. This achievement at the Hague Conference 
can be credited largely to the carefully prepared groundwork of the 
International Berne Bureau and its competent officials.*! ‘ 
The use of the term “abuse” as a criterion for applying the meas- 
ures, especially compulsory licensing, provided for by article V, caused 
considerable irritation outside the Anglo-Saxon countries. The 
German delegate to the conference, A. Osterrieth, expressed his doubts 
in several ways. He criticized the conception of “abuse” as vague 
and capable of many different meanings and expressed the view that 
less stress should be put upon the subjective factor of the perform- 
ance (behavior) of the patentee and more upon the effect caused by 
2% In Turin 1902, Amsterdam 1903, Bi L, Lid y » Di 
oa tn i tn 
cepenialty, those by the German and French experts, such as von Schiitz. and e Maillard, remectivalys 
prior to the Conference (4 Obligation 4 kaploiter les ‘Brevets ct la, Gonvention Générale o Union, La 


Propriété Industrielle, pp. 65, 86, 118 (1924)), and after the Conference (Gariel, Aprés La 6 
Hague, les Taches du Lendemain La Propriété Industrielle, pp, 146, us (1926)). See ae 
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the existence of a patent. In other words, he felt that the test of 
“abuse” should lie in whether drawbacks resulted which involved 
public interest and the removal of which were in the public interest. 
Tn this view, Osterrieth anticipated views which are fairly common 
today? The French also had difficulties in correctly translating the 
English “abuse of monopoly” concept. This was of basic importance, 
since the only official language of the Paris Convention was French. 

This rough historical sketch of article V of the Paris Union points 
out the influence, in the 19th century development of these concep- 
tions, of ideas from countries such as Austria, Germany and France, 
While these had an immediate influence, even further back were the 
18th century French legislative ideas (before and during the French 
Revolution) and the 17th century and earlier history of compulsory 
measures against patent monopolies that existed in England. 

The circumstance that the Paris Union is composed of member 
countries with different basic legal histories and different interpreta- 
tions of such conceptions as “monopoly” and “abuse of monopoly,” 
should not preclude the members from reaching a compromise solution 
in terms of unified legislation acceptable to most of them; thereby 
providing the legal basis for a balanced use of a compulsory licensing 
system as a device to keep the use of patents within the boundaries 
of a temporary exclusive property right, in which capacity they can 
be useful as an instrument to develop both national industries and 
international trade at the same time.® Such ideas, propounded by 
farsighted people of various nationalities more than a generation ago, 
should be easier to realize today, when the common problems of 
atomic energy and the United Nations have joined together a great 
part of the Western World. Even today, however, gaps in thinking 
occur. The profound differences of opinion in this field that still 
exist between “underdeveloped” countries and industrial nations, are 
shown by the recent attack by the Yugoslavian professor Pretnar 
upon the compulsory license system, in which he charges that it would 
become exclusively an instrument of monopolistic powers.” 


Ill. TYPES OF COMPULSORY LICENSING PROVISIONS 


Returning to national legislation, we can distinguish several main 
types of compulsory licenses to which patents are subjected in different 
countries: 

(1) The most common type of law is that which provides for com- 
pulsory licensing when an invention is not used or worked in the coun- 
try within a certain period of time, usually 3 years, or when the inven- 
tion is mainly manufactured abroad and imported into the country. 

(2) In many countries compulsory licensing is imposed in the case 
of an invention owned by one patentee, the use of which is dependent 


32 Osterrieth, Die Haager Konferenz, pp. 42, 43 (1925). 

33 Compare the passionate defense of French as official language by M. Plaisant, op. cit. supra note 20. 

4 For a historical survey of European trends during the crucial years 1850-75, see the basic paper of Mach- 
jup & Penrose, The Patent Controversy in the Nineteenth Century, in 10 Jour. Econ. Hist. 1 (1950). For 
the German development, compare treaties of September 21, 1842, and July 8, 1867, between the state gov- 
ernments concerning a custom union (Zollvereinigungsvertrag, art. 21) as well as the constitution of April 
16, 1871 (Art. 40), For a recent broad economic survey, both historical and current, see Machlup, An 
Economic Review of the Patent System, Senate Patent Study No. 15, pp. 2-5, 17-25 (1958). 

35In England, these tied in with the public interest concepts in patent matters generally. Some of the 
historical roots in England are mentioned in this paper on pp. 46-47. 

36 Ladas, op. cit. supra note 1, at p. 339, addressed himself to these problems as early as 1930. 

31 Pretnar, The International Protection of Industrial Property and the Different Stages of Economic 
Development of the States, La Propriété Industrielle 1 (February 1954, No, 2, Annex in English). See, 
answer by Ladas, id. at p. 93 (April 1954, Annex in English). 
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upon aright of use under an older patent owned by another; in other 
words, the situation in which the owner of a younger patent would 
infringe the older patent when using his own invention. 

(3) Some countries (such as England) have introduced provisions 
for compulsory licensing into their patent laws in order to prevent 
specific types of abuses of patent rights, types that are expressly listed 
in the law. 

(4) Compulsory license has also been granted outright for an entire 
technical group of patents or for all patents owned by a specified 
owner as of a given time, usually with the object of restoring compe- 
bees in a field of technology (e. g., under the United States antitrust 

aws). 

(5) Sometimes the temporary or permanent expropriation of patent 
rights by a government for reasons of national defense, public health, 
or public safety is referred to as “compulsory license.” It hardly 
belongs in this category, however, since the benefits run to the govern- 
ment, not to a specific private party. Actually, most cases of govern- 
ment expropriation belong in one way or another to the military sphere, 
an area in which national safety usually supersedes both private prop- 
erty rights and free competition. In other instances, a patent may be 
expropriated by the state in order to provide general unlimited access 
to the use of the invention and facilitate the manufacture of patented 
objects for the benefit of the public. In such cases, government expro- 
priation becomes a measure to foster competition and encourage 
further development. 


A. On Grounps or Nonuss sy THe PATENTER 


We return to the first type of “abuse” of patent rights for which 
compulsory license should be granted, that is nonuse of an invention 
within a certain period. This conception found its way into the Paris 
Union more than two generations ago, at a time when the industrial 
age was starting its most intensive development. Many countries at 
that time were turning eagerly to the new basic technical inventions 
that were appearing upon the scene—the telephone, the electric motor, 
new printing and textile machines, and so on. Inventions originating 
in the United States crossed the Atlantic to Europe and vice versa. 
No real competition existed between rival inventions. The progress 
in technology was embraced and accepted by all. A given invention, 
made in a single place by a single person or company, was welcomo 
everywhere else. The readiness and desire to try out and use these 
new patented inventions was intense. Under such conditions, nonuse 
or suppression of patented inventions was highly unusual and excep- 
tional. The problems attending the nonuse of patented inventions, 
and the resort to importation instead of domestic manufacture, have 
arisen almost entirely in our times. They were virtually unknown 70 
years ago when the Paris Union came into being. 

At the same time, laymen, even those who are highly trained scien- 
tifically (in fields other than patent law), have often misunderstood the 
meaning of the facts in connection with the nonuse of patents, To 
begin with, patents in practically all countries are time-limited, exclu- 
sive rights for some improvements in technology; consequently, they 
tend to be highly transient in character and temporary in significance. 
Every patent expert knows that at a given time and in given circum- 

32972—59 3 
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stances there can be hundreds of reasons why one patented invention 
comes into use everywhere and licenses are asked for, while others are 
forgotten after a few years or never become known to any person other 
than the inventor and his attorney. Change of consumer habits, 
better substitutes in the market, shortage of risk capital for further 
development or of suitable persons able to develop the necessary 
know-how—these are some of the reasons why a patent may have no 
market or practical value and therefore remain unused. In situations 
of this sort, the grant of a compulsory license to an interested party can 
do no harm to the patent owner, since he is himself unable to exploit 
his exclusive right. On the other hand, the party seeking the license 
may find himself in somewhat different circumstances, making it 

ossible for him to succeed in the practical use of the patented idea. 
Prom the public-interest standpoint, all effort should be made to 
transform the piece of paper constituting the letters patent into an 
economic reality that eventually may increase production or improve 
technology in the national economy. But suppose the patented 
products, instead of being manufactured domestically, can be im- 
ported from other countries at a price lower than, and a quality at least 
equal to, that of the same product manufactured within the country. 
In that case, there is no reason why a compulsory license should be 
granted—at least as long as governments hold to the philosophy of 
the competitive economy, in terms of international trade as well as of 
the domestic structure. From the consumer’s point of view, his 
interests are best served by encouraging production of goods in the 
country or countries in which the long-run manufacturing conditions 
are the most advantageous. Granting of a compulsory license on the 
grounds of failure to use the patent domestically is, therefore, hard 
to justify today. 


1. Sweden 

Exceptional situations can, of course, occur which change the 
premises. The Swedish experiences with compulsory licenses illus- 
trate this point quite well. During the Hitler regime in Germany 
and during the Second World War, the economic isolation of Scandi- 
navia increased from year to year. Sweden could no longer import 
certain important raw materials for her industry or goods for her 
consumption. At the same time, the hands of domestic enterprises 
willing to start their own production were tied, because of Swedish 
patents owned by foreign firms—firms which were neither able to 
import from abroad nor produce under the patents within the country. 
Section 15 of the Swedish patent law provides that a person who 
wants to use an invention covered by a patent owned by another, 
which patent has not been used “to a degree substantially corre- 
sponding to the conditions within the country,” may be awarded, 
by court action, a compulsory license for a limited period of time. 
‘A series of such cases came to the Swedish courts during the period 
of the blockade from the outside world (1939-46). As a rule com- 
pulsory licenses were granted. This happened, for instance, for a 
certain type of radio sending and receiving apparatus, the patents 
for which were owned by the German Siemens & Halske A. G. (1935) ; 
for certain intermediate products for production of C vitamins, where 
the patents were owned by the Swiss Hoffman-La Roche firm (1943) ; 
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for a method of dry beating of grain, owned by I. G. Farbenindustrie 
(1945); for an X-ray contrasting substance, owned by the same firm 
(1947); for artificial teeth of plastic, owned by another German 
firm (1947); and so on. Typically, the foreign patentees in these 
cases showed practically no resistance to these compulsory measures. 
They recognized that they could not change the basic situation for 
the time being and that no alternative solution existed. Moreover 
the licensees had in all cases to pay reasonable royalties to the patent 
owners. In the long run, this procedure, of course, subjected the 
patentee to the risk that the licensee would gather experience and 
after the license rights had terminated, be able to continue on its own 
with the “borrowed” technology. 

_ From the standpoint of ea ah interest, however, this would simply 
intensify competition in the field. This is not a unique situation. 
Times of blockade more or less automatically create new forces which 
serve to make isolated countries industrially more independent. The 
history of the British dyeing industry, based on the expropriated 
German patents of I. G. Farbenindustrie during the First World War 
is another example of this. : 


2. Denmark 


The Swedish situation described here had its counterpart in Den- 
mark. Since provisions for compulsory licensing had been introduced 
into the Danish Patent Act in 1936 (sec. 23), the Danish Supreme 
Court on May 14, 1943, decided for the first time a case between an 
applicant for a license, the Danish firm Bjco in Copenhagen, and the 
Swiss firm Hoffman-LaRoche & Cie.** Sec. 23 of the Danish Patent 
Act contains a provision that a patentee can ask the Patent Office for 
successive 3-year extensions of time to work his patent on a scale 
suitable for domestic consumption, in case no interested party claims 
to use the invention. Hoffman, owner of a Danish patent on an 
invention involved in the manufacture of the sedative, Saridon, asked 
for such extension. The Swiss patentee reasoned that, because of the 
sale of competitive medicines by others in Denmark, the sale of its 
own patented composition would not be sufficient to support a profit- 
able business (demand about 30 kilograms a year), and refused to 
start manufacture in Denmark. At the same time, it opposed the 
grant of a license to an applicant who wanted to manufacture the 
substance, on the ground that the latter would not be able to produce 
a substance of adequate quality and thus would hurt the reputation of 
the patentee. The court refused to accept the patentee’s reasons for 
nonworking (although the Patent Office had accepted them), and held 
that Hoffman could have either arranged for manufacture of the sub- 
stance in. the country or concluded a reasonable license agreement 
permitting others to do so. The court further ruled that the applicant 
was not unworthy of a license and the license was granted. 

The licensee had to pay 10 percent of his income during the first 
2 years of manufacture and 12% percent after the end of the granted 
3-year extension of time. The licensee could terminate the license 
upon 6 month’s notice and was required to report on his exploitation 


38 61 La Propriété Industrielle 137 (1945). 
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to the Patent Office. The patentee’s request that the license be limited 
in duration was rejected by the court.” 


8. Canada 


Canada takes a unique position in this field. Despite the deep 
and unbroken roots uniting Canadian and British law on the one hand, 
and the modern close economic interchange between Canada and the 
United States on the other, Canadian legislators seem to have worked 
out their own independent answers to the questions concerning the 
relation between the use of patents and the problems of restraint of 
trade. Remarkably, Canada antedated statutory regulation of 
compulsory patent fhateing in Great Britain by 14 years (in 1869) 
and antitrust legislation in the United States by 1 year (1889). Both 
its Patent Act and the 1889 act, which prohibited combinations of 
agreements unduly preventing or lessening competition or otherwise 
restraining trade, have been modified and remodeled many times. 
The result is the rather unusual legal situation which exists today. 
The Canadian Patent Act of 1935 (as amended to its present form in 
1952), with its sections 68 and 69, and the Combines Investigation 
Act, section 30, together with sections 496 to 498A of the Criminal 
Code of Canada, deal in a comprehensive manner with the various 
aspects of abuse of patent monopoly. The relevant provisions in the 
different laws are both broad and detailed and, in the views of some 
Canadian experts, somewhat ambiguous.” The Canadian courts are 
also aware of these difficulties. In a case before the Exchequer Court 
of Canada decided in 1937," the judge stated: 


In passing I might observe that the concluding words of sub- 
section 4 (of the Combines Investigation Act) provide that 
this subsection shall not apply to any right or interest derived 
under the Patent Act, or any other statute of Canada. * * * 
There is another section in the Combines Act, section 30, 
which refers to the Patent Act, and conceivably in certain 
circumstances difficulties may arise in reconciling that sec- 
tion with certain provisions of the Patent Act * * *. 


Conceivable differences between the provisions in both Acts exist, 
however, with respect to remedies, procedure and subjects of the laws. 
Abuse of patent rights under the Patent Act results in granting of 
compulsory licenses (or in revocation of the patent, if the grant will 
not remedy the abuse). Violation of sections 2 and 30 of the Com- 
bines Investigation Act and section 498 of the Criminal Code, results 
in fines, imprisonment, or revocation of the patent, respectively. 
Proceedings under the Patent Act are initiated by application of the 


4 The attitude toward compulsory licensing problems in Norway, Denmark, Sweden, and Finland can 
also be studied in the proceedings of the sixth Scandinavian meeting for protection of industrial property 
in Copenhagen on August 31, 1948, in Nordiskt Industriellt Rattsskydd, pp. 195 ff. (Argéng 17, 1948) 
(TyAngslicens problem). The relation of patents to cartel and antitrust legislation was discussed at the 
fifth Scandinavian meeting in Stockholm on September 28, 1946, id. pp. 1ff., (Argdng 16, 1947). A Danish 
paper by Andreasen dealing with the question whether the grant of a compulsory license is connected with 
a public interest, is to be found in the same journal. Id. at pp. 22 ff. (Argéng 12-13, 1943.) 

49 Compare for instance, Maybee, The Law relating to the Abuse of Patent Rights by Combines, Trusts 
or Cartels, 4 Canadian Patent Reporter 45 (Toronto, 1945) and 2 Fox, The Canadian Law and Practice 
Relating to Letters Patent for Inventions, p. 1042 (Ottawa, 1948). Maybee expresses the opinion that the 
provisions of the Combines Investigation Act and the Criminal Code, if applicable to patents, appear to 
cover much the same ground as the provisions of the Patent Act. Fox, writing on section 30 (g) of the 
Combines Investigation Act, says: 

“Thus, except under certain defined conditions and at clearly defined times, the subsection, so far as it 
relates to the grant of licenses and the revocation of patents, is inoperative. ‘These conditions and times 
have been defined in the Patent Act and appropriate remedies provided. Section 30 (g) of the Combines 
Investigation Act is, to this extent, surplus and meaningless verbiage.” 

4 Underwriters’ Survey Bureau v. Massie & Renwick, Ltd., (1937) Exch. C. R. 15, 17. 
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Attorney General or by an interested person (sec. 67), under the 
Combines Act by the Government. Finally, sections 2 of the Com- 
bines Act and 498 of the Criminal Code apply to an abuse only in 
connection with a conspiracy and combine, whereas the Patent Act 
and section 3 of the Combines Act apply to the actions of a patent 
owner irrespective of the existence of a combine of comparable 
arrangement. 

Since nonworking of patents, in one way or another, constitutes 
the reason given in most decided cases for applying the compulsory 
licensing provisions, it becomes relevant to explore the attitude of the 
legislation in this respect. 

Canadian patent legislation has, from the beginning, distinctly and 
unmistakably emphasized that a basic objective in granting patents 
in this country is to achieve a practical working of inventions. Thus, 
the Patent Act of 1869 provided that a patent should be void unless 
the patentee started manufacturing its subject matter in Canada 
within 3 years from the date of issuance and thereafter continuously 
carried on manufacture in such manner that any person desiring to 
use the patented invention might obtain it, or cause it to be made, 
for a reasonable price at a Canadian factory. Also, importation of 
the patented invention, after the expiration of 18 months from the 
date of the patent, would void the patent. The same protectionistic 
spirit is expressed in the present Patent Act of 1952, which declares 
the general policy (sec. 67 (3)) that patents— 


are granted not only to encourage invention but to secure 
that new inventions shall so far as possible be worked on a 
commercial scale in Canada without undue delay. 


Nonworking within Canada is, however, only 1 of 6 types of patent 
abuse specified in section 67 of the Patent Act as providing the basis 
for compulsory licensing (sec. 68 (a)-(c)). The other hea quite 
similar to those set out in sections 37 and 39 of the British Patents 
Act of 1949, are: 

(1) if working of the invention within Canada is being prevented 
by importation from abroad of the patented article; 

(2) if the demand for the patented article is not being met to 
an adequate extent and on reasonable terms; 

(3) a as a result of refusal to license the trade or industry of 
the country, upon reasonable terms, any person or class of persons 
or the establishment of any new trade or industry is prejudiced 
(the prerequisite condition for granting a compulsory license here, 
is the “public interest’) ; * 

(4) if any person, class of persons, trade or industry is unfairly 
prejudiced by conditions attached to the purchase, hire, license, 
or use of the patented article; or finally 

(5) if a so-called process patent, involving the use of unpat- 
ented materials or a substance produced by such process, is used. 
to unfairly prejudice the manufacture, use, or sale of any such 
materials. 

Where a case of patent abuse is established under 1 of the above 
6 types, the Commissioner of Patents, when granting a compulsory 

42 It should be noted that the Supreme Court of Canada, in contrast to American courts, has held that 
being party to an illegal combination does not effect a forfeiture of the statutory rights under patents, and 
thus leaves the patentee free to sue for infringement or recover damages, Philco Products, Ltd. v. Thermionics, 
Ttd., 3 C. P. R. 17 (sec. Il), 3 D. L. R. 449 (1943), S. O. R. 396 at 407. 


43 Compare the British law, sec. 37 (2) (b), according to which the grant of compulsory license for the 
refusal to grant a license on reasonable terms is not expressly bound to a “public interest” test. 
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license, shall be guided by the following somewhat conflicting con- 
siderations (sec. 68 (a), i-ili): he shall, on the one hand, try to secure 
the widest possible use of the invention “consistent with the patentee 
deriving a reasonable advantage” from the patent, and, on the other 
hand, try to secure to the patentee the maximum advantage consistent 
with the invention being worked by the licensee at a reasonable profit. 
Where it otherwise appears difficult to raise the necessary capital to 
work the invention on a commercial scale, the Commissioner may 
grant an exclusive license to a person able and willing to provide such 
capital (sec. 68 (b)). 

Besides these powers given to the Commissioner of Patents, whereby 
he can intervene to prevent patentees using their patent rights in the 
specified ways to limit or prevent free competition, the Canadian 
courts (the Exchequer Court of Canada) have been similarly author- 
ized by the Combines Investigation Act (sec. 30 (g)) to grant com- 
pulsory licenses under any patent on such terms and conditions as 
they may deem proper. Although the concept “abuse of patent 
rights” does not appear in the Combines Investigation Act, the act 
enumerates four main types of use, in which the court, on information 
by the Attorney General, may grant compulsory licenses under 
patents. These uses are considered to exist— 

(1) if facilities for transporting, producing, manufacturing, sup- 
plying, storing, or dealing in articles subject of trade or commerce, 
are unduly limited; 

(2) if trade or commerce in relation to such articles is unduly 
restrained ; 

(3) if manufacture or production of such articles is unduly 
prevented or limited or the price of the article unreasonably 
enhanced; and finally 

(4) if competition in production, manufacture, purchase, 
barter, sale, transportation, or supply of such articles is unduly 
prevented or lessened. 

A detailed examination of these provisions, including a study of 
the miscellaneous legal and economic definitions and terms in both 
laws, such as “demand,” “commercial scale,” “reasonable terms,” 
the meaning of such terms as “unduly prevent manufacture or pro- 
duction,” “unduly injure trade,” “unduly limit facilities for trans- 
poring etc., lies beyond the scope of this paper. Fortunately, a 
imited body of court and Patent Office decisions exists which gives 
some idea of the enforcement tendencies in relation to patent rights. 
Four cases of relevance were started under the compulsory license 
provisions of the Patent Act between 1926 and 1939, and one case 
involving alleged illegal restrictive use of patents was brought under 
the Combines Investigation Act in 1948. 

The oldest decision under the compulsory license provisions of the 
Patent Act of 1926 (before its revision)“ was made by the Exchequer 
Court of Canada on May 19, 1926, in the International Cone case, 
on an appeal from a decision of the Commissioner of Patents.** The 
facts of the case were as follows: Appellant, International Cone Co., 
was a Canadian corporation of limited means, making ice-cream cones 
on a small scale on its own machine. In doing so it infringed the 

44 The earlier provision reads as follows (secs. 40, 41): “Any person interested may ask the Patent Office 
that a patentee be ordered to supply the patented article at a reasonable price or grant a license for the use 


of the invention on reasonable terms * * *, 
45 International Cone Co. v. Consolidated Wafer Co., 25 Patent & Trade Mark Reporter 260 (1925-26). 
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patent on the so-called Bruckman automatic pastry-making machine 
belonging to Consolidated Wafer Co., the respondent. Consolidated 
controlled 60 to 75 percent of the cone production in Canada. The 
cone machine in question cost about $5,000 to $6,000 to construct. 
The cost of producing cones was about $2.10 a thousand, but later 
rose to $2.75 to $3. Consolidated asked International to maintain its 
prices of cones at the level of Consolidated’s prices, and left a list of 
its prices as a guide to International. International, however, cut 
prices for its cones. Consolidated threatened to put International 
out of business, and sued International for patent infringement. 
International tried to settle the suit out of court by offering a royalty 
of 15 cents per 1,000 cones. Continental refused the offer and Inter- 
national finally consented to a judgment against itself and applied to 
the patentee for a license to use the patented Bruckman machine. 
Consolidated set the following conditions for a license: either outright 
sale of a machine for $25,000, a royalty for use of the machine of 
$4,000 a year for the rest of the life of the patent, or a royalty of 40 
cents per 1,000 cones produced on the machine. International did 
not accept the license under such conditions and asked the Comptroller 
of Patents for a compulsory license. The court held that the proposed 
sale price of $25,000 (for a machine which costs about $5,500) or an 
annual royalty of $4,000 were not “reasonable terms” and that indus- 
try was “unfairly prejudiced.” It ruled that Consolidated could not 
hold its patent for the sole purpose of blocking trade, and must either 
sell the machine or grant a license on reasonable terms. It pointed 
out that, although the spirit of the Patent Act is to grant a monopoly, 
the statutes also provide a remedy to overcome any abuse of such a 
monopoly, i. e., when it is aimed at restraining business or is incom- 
patible with the best interests of trade and commerce. The court 
further ruled that it had the power to pass upon the statutory require- 
ments as to reasonableness. It held in this case that an annual 
royalty of $275 for 5 years or, alternatively, a lump-sum royalty of 
25 percent of the $5,500 cost of a Bruckman machine, would be a fair 
aaa reasonable price, adequate to give Consolidated an appropriate 
vel and reward for the patented invention. It ordered a compulsory 
icense to International on these terms. 

A second case arising under the provisions of the old Patent Act of 
1926, the Mitchell case, was decided by the Commissioner of Patents 
in 1929.*° It concerned a patented article exclusively manufactured 
in the United States and imported for sale in Canada. According to 
the decision of the Patent Office, the article (an automatic power 
control device for pneumatic tube systems used in stores for trans- 
mitting money or papers) could be manufactured in Canada at a 
price comparing favorably with the manufacturing costs in the country 
of origin. By reason of nonmanufacture in Canada, the price of the 
article when imported was unreasonably high (manufacturing price 
about $10, resale price, depending upon the quantity, between $37.50 
and $46). The application for license was granted in order to make 
manufacture in Canada possible. A unit royalty determined on the 
basis of the manufacturing cost per unit, was ordered by the Patent 
Office, the latter deeming the amount fixed to be adequate to compen- 
sate the inventor, “while being at the same time beneficial to the 
Canadian public.” 

46 Mitchell Co. v. Atlas Systems, Inc.f17D.EL. R. 538 (1929). 
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The next case, the Donnaconda case, was based on section 65 (2) (a) 
of the Patent Act of 1935. It was decided by the Commissioner of 
Patents on April 4, 1938.47 Celotex Corp. was the foreign owner of 
two patents for sound absorbing material. It did not work the patents 
in Canada, but exercised its exclusive right of manufacture only by 
importing finished articles through exclusive selling agencies, and in 
this way supplied the whole Canadian market. The patented inven- 
tion appeared to be workable in Canada, for instance, in manufacture 
using wood pulp tailings. The patentee gave no satisfactory reason 
for not working it. The Patent Office considered that continuation of 
the existing situation would mean a loss to Canadian labor in wages 
and have a retarding effect upon employment. Savings resulting from 
the difference in cost between manufacture in Canada and importa- 
tion from the United States would accrue to the benefit of Canadian 
purchasers and industries. The reluctance of the respondent (Celo- 
tex) to negotiate with the Canadian applicant (Donnaconda Paper 
Co.) resulted, it held, in a condition prejudicial to the establishment of 
an industry in Canada which would employ Canadian labor and be 
capable of expansion to the benefit of manufacturer and consumer. 
On these considerations, the Commissioner of Patents found an abuse 
of the exclusive rights in view of section 65 (2) a, b, d and e, and con- 
cluded there was no valid reason for refusing to grant an exclusive 
compulsory license, 

Section 65 (2) (a) was also the subject of the Providence case, 
decided by the Commissioner of Patents on May 4, 1939,4° wherein 
Providence (the applicant) sought a license under certain patents 
owned by Scott & Williams (respondent). The patented articles 
consisted of knitting machine needles and certain knitting machinery 
imported by the American patent owner (Scott & Williams) from the 
United States. The facts of the case were rather complex. With 
respect to the patented knitting needles, the patentee contended that 
the demand in Canada was too limited to warrant the establishment 
of a factory, either by it or by an exclusive licensee such as Providence. 
In support of this contention, patentee submitted letters from 17 
Canadian knitting machine factories which were using machines they 
obtained from Providence, but with special needles obtained from the 
American patentee. The patentee contended that grant of an exclu- 
sive compulsory license to applicant—as asked by the latter—resulting 
in Canadian manufacture by it, would prevent patentee from supplying 
Canadian mill operators with complete devices from the United States, 
and result in a shutdown of these mills. Since the mills represented a 
trade or industry in Canada, the patentee contended, they constituted 
a section of the public that would be prejudiced by such compulsory 
license. Further, it was claimed, Providence would not be equipped 
to make the necessary layouts and prepare blueprints, but would be 
forced to rely on a supply of samples of the needles from the patentee 
in the United States. On these grounds, the patentee explained its 
refusal to grant applicant an exclusive license. On the other hand, 
the patentee opposed the grant of a nonexclusive license because of 
the low profit that would result from it. 

So much for the needles patent. As for a compulsory license under 
the knitting machine patent, the Canadian petitioner only wanted a 

41 Donnaconda Paper Co. v. Celoter Corp., 39 Pat. & T. M, Rep 221 (1937). 


48Providence Machinery Co. v. Scott & Williams, Inc., 39 Pat. & T. M. Rep, 247 ff. (1938), and 41D. L. R.4 
(1939). 
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license to manufacture replacement parts not comprising the patented 
machine and its necessary element of a pattern jack as a whole. On 
the record, the Commissioner of Patents found no abuse of the patent 
rights as a result of the patentee’s not manufacturing the machine in 
Canada. On the application as a whole, the petition was dismissed 
and no compulsory license granted. 

So much for the cases based on the Canadian Patent Act. There 
still remains the application of the Combines Investigation Act and 
the Criminal Code with respect to compulsory licensing. Patent 
rights run afoul of these two laws only if they are used as a basis for 
operating trusts, mergers, combines or cartels restraining trade to the 
prejudice of the public. 

The procedure is as follows: 

If the Director of Investigation and Research appointed under the 
Combines Investigation Act has reason to believe that persons are a 
party or privy to the formation or operation of a combine (as defined in 
sec. 2-of the act), or if an application is made by at least six Canadian 
citizens who are of the opinion that such combine has been practiced, 
the Director shall cause an inquiry to be made into all such matters 
as he considers necessary to determine the facts (sec. 8). In 1939 such 
a formal application was received by the Combines Investigation Com- 
mission, aaping that a combine has been formed which operated 
through an extensive patent licensing system administered by two 
Canadian optical sales companies (in 1946 over 90 percent of all 

lasses supplied to consumers in Canada through ordinary optical 
uusiness sources consisted of goods coming under this licensing sys- 
tem). The licenses purported to convey rights under 11 Canadian 
patents, held by 4 separate American companies.” 

The licensing system referred to manufacturing rights, wholesale 
and retail sales control, spectacle parts not directly covered by 
patents, and repair of patented parts. The plan resulted in a com- 
prehensive price eatitedl and regulatory plan covering this particular 
trade, set up by the American patent owners on the basis of Canadian 
patents for so-called Ful-Vue mountings, rims and bridges. Conduct 
of the investigation by the Canadian authorities in charge of combines 
control, indicated a somewhat unsettled approach in this case. Pre- 
liminary inquiries for an investigation were conducted by the Com- 
bines Investigation Commission in 1940, but the investigation was 
abandoned because action under the Patent Act had been instituted 
in the Exchequer Court by the Attorney General of Canada. This 
latter action aimed at having certain of the patents involved declared 
invalid by the court. It was considered that such action, if successful, 
might remove the basis for the alleged restrictive arrangements. The 
authorities seemed anxious to avoid invoking section 30 of the Com- 
bines Investigation Act. Late in 1946, the Exchequer Court action 
not yet being completed, investigation was resumed on a broader 
basis and hearings were held in 1947. After reviewing all the evidence, 
the investigation was completed and a report was printed in April 
1948 and submitted to the Canadian Minister of Justice. It con- 
cluded that several combines within the meaning of the act existed 
in the distribution and sale of optical goods in Canada and that 2 
American companies, a Canadian subsidiary and 26 Canadian whole- 

4° A number of trademarks were also covered by the licensing system. 
© Department of Justice, Report of Commissioner, CIA, optical goods: investigation into an alleged 
combine in the manufacture and sale of optical goods in Canada (Ottawa, April 24, 1948). 
32972—59—_4 
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salers controlled the trade or assisted in the operation of combinations: 
to the detriment of the interest of the public. Actually, no further 
prosecution proceedings were taken under the Combines Investigation 
Act because of evidentiary difficulties and because of a fairly complete 
abandonment of the arrangements constituting the basis of the case.*” 
Also, the earlier-filed proceedings to impeach the patents were termi- 
nated as a result of the following subsequent circumstances: Of the 
7 patents sought to be set aside, 2 had been declared invalid in the 
interim; 2 had been dedicated to the public, the patentees having 
abandoned their defense; and 1 had expired before trial. The 2 
remaining patents were held valid, but 1 of these expired while appeal 
was pending. The appeal on the other was dismissed in 1951. The 
patent expired in 1956.8 


4. France 


Having examined the legal approach to compulsory licensing in a 
country with one of the longest experiences with this procedure, i. e., 
Canada, we turn to the latest nation to introduce this remedy into its 
legislation—France, 

On September 30, 1953, after more than a century of operation 
under the patent law of July 5, 1844, France issued two new laws* 
replacing title VI of the earlier statute. Title VI had provided that 
a patentee forfeited his patent rights if the invention was not worked 
in France within 3 years from the grant of the patent or if working 
was interrupted for more than 2 consecutive years. Until 1953, in 
other words, a French patent could still be revoked for nonworking, 
despite the fact that France had ratified both the Haag revision (1925) 
and the London revision (1934) of the Paris Convention. At the 
same time, most French courts held that article 5A of the Paris Union, 
designed to pee patentees against precipitous licensing or invalida- 
tion, was valid law in France. This disharmony with the international 
obligations of France has now been removed by these recent changes 
in the Patent Act, incorporated in new sections 50 to 62. The pro- 
visions with respect to the grounds upon which a compulsory license 
will be granted, are similar to those found in the laws of most member 
countries of the Paris Union, except for a somewhat unnecessary 
stipulation that the patent owner must allow the licensee ‘to work 
his patent without opposing the same under penalty of damages to 
the owner of the compulsory license.” The license is granted by the 
Civil Court (Tribunal Civil), but the court is obliged to take the 
advice of the Minister responsible for industrial property matters and 
eventually of other interested Ministers. The court has to determine 
all the circumstances in connection with an alleged abuse of the 
monopoly, especially conditions and interests pertaining to the possible 
exploitation of the patent in France such as whether the patent has 
been exploited “effective et sérieuse” (sec. 53). The court determines 
conditions of licensing such as duration, territorial scope and rate of 
royalties. Compulsory licenses are always nonexclusive (sec. 54). 

Re Lsiterto the Saboamaniitee en Patents, Trademarks, and Copyrights, from T. D. MacDonald, Direc-- 
tor of Investigation and Research, Combines Investigation Act, dated September 25, 1958. 

® Report of the Commissioner of the Combines Investigation Act for the fiscal year ended March 31, 1952, 
PP Geo No. 53-970 du Septembre 30, 1953, modifiant et complétant la loi de juillet 5, 1844, sur les brevets 
d@’invention et instituant des licenses dites obligatoires,” and ‘“‘Decret No. 53-971 du Septembre 30, 1953, 
modifiant et complétant la loi du juillet 5, 1844 * * * instituant des licences speciales en matiere de brevets 


relatifs & ’obtention de produits pharmaceutiques ou remédes”’ in Juris Classeur Periodiques, La Semaine- 
Juridique, 27 Année, Paris, No. 41, Octobre 8, 1953, and No. 41 and 42, Octobre 8 and Octobre 15, 1953. 


LICENSING OF PATENTS UNDER NON-AMERICAN SYSTEMS 21 


As to patents of addition, no automatic right to use these exists for 
the licensee, but special request must be made to the court. Under 
certain’ circumstances compulsory licenses can be canceled or condi- 
tions can be modified. Action to get a licensed patent declared void 
(nullify), must be brought against the patentee and if declared so by 
a,final judgment the licensee is discharged from his obligations. 

The law does not specify the circumstances under which nonuse or 
inadequate use of a patented invention may result in a compulsory 
license; neither are other grounds stated upon which such license can 
be granted (in contrast to most other countries with compulsory 
license systems). The French courts, therefore, are forced to develop 
their own body of essential criteria and some danger may exist that 
French grounds for the grant of compulsory licenses may deviate from 
the legislation or basic court decisions in other countries. The pro- 
visions of the new French law show a tendency to leave each license 
case to be decided upon its own merits, with the court guided by “rule 
of reason” standards. No court decisions have yet been rendered 
under the new act. 

In a second law of the same date (Decree No. 53-971), the French 
Legislature created a special and separate licensing system relating to 
patents covering processes, apparatus and means for obtaining phar- 
maceutical products or remedies. Probably operating under the influ- 
ence of similar British legislation (sec. 41 of British Patents Act 1949), 
this French law contains much more specific provisions than the other 
1953 law concerning general compulsory licensing of patents. 

When patented processes and apparatus for the preparation of 
pharmaceutical products are not at the disposal of the public in 
sufficient quantities, when they do not have sufficient quality or are 
sold at too high prices, special (compulsory) licenses can be granted 
to any qualified person (sec. 1). The pa is made upon the advice 
of a special commission of 10 people, the majority of which is drawn 
from those officially responsible for the protection of public health in 
France, as well as two representatives of the French chemical and 
pharmaceutical industries (sec. 2). This commission is empowered to 
fix the provisions of the license including the rate of royalties. No 
appeal from the decisions of the commission is provided (sec. 4).% 
The interests of the patentee must be taken into consideration when 
deciding on a license (sec. 4). It should be noted that this second law 
is expressly based on public interest criteria in the form of the interest 
in public health (‘Dans l’interét de la santé publique”). See the 
preamble of section 1. 


6. Austria 

Austria is an example of a small European country with rather 
well-developed legislation and court practice in this field. In spite 
of its changing political fate, i. e., an Austrian-Hungarian monarchy 
until 1919, a free democratic republic until the occupation by Hitler 
in 1936, and occupation by the Allies since 1945, this country has 
built up a consistent and well-defined policy in the area under dis- 
cussion. With enactment of the revised Austrian Patent Act in 1950, 
which had not been in force during the German occupation of the 
“Ht The same commission also advises the Patent Office in distinguishing between patentable processes for 
pharmaceutical products and unpatentable products. Compare further, A. Casalonga, The Compulsory 
Licensing System in France, 36 J. Pat. Off. Soc’y 19 (1954); J. G. Castel, Recent Trends in Compulsory 


Licensing in Case of Nonuse of Patents: a Comparative Analysis, 36 id. 330 (1954); R. Spencer, Recent 
Changes in French Patent Laws, 36 id. 378 (1954). 
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country, provisions for compulsory licensing of patents were incor- 
porated into sections 21 and 21a of this law. Section 21 provides: 
that (1) the owner of a patent for an invention which cannot be used 
without also using an earlier patented invention, may obtain a license 
from the owner of the earlier patent to use his invention, if 3 years 
have elapsed since the earlier patent was laid open for inspection and 
opposition action (Bekanntmachung) and the later invention is of 
considerable industrial importance. Section 21 (2) entitles the owner 
of the earlier patent to receive in turn a license back from the owner 
of the later patent, enabling him to use the later invention, provided 
the two inventions are actually related. Section 21 (3) provides that, 
upon a showing that grant of a license is desirable in terms of the 
public interest, anyone who can prove his personal reliability is en- 
titled to a license to use the invention in his own activity, after 3 years 
from the date of laying open for inspection and opposition action of 
the patent application. Finally, section 21 (4) says that if, in such 
cases, a license is refused by a patentee, the Patent Office may enter- 
tain an application for a license and, if one is granted, fix the com- 
pensation to be paid, the necessary safeguards for assuring perform- 
ance of the license conditions by the licensee (Sicherstellung), and 
impose such other conditions on the use by the license as may be 
appropriate in view of the special nature of the invention and the 
circumstances of the case. Section 21a (1) of the Austrian Patent 
Act decrees further that, if the patentee does not work or provide for 
working the invention within the country on a reasonable scale, or 
fails to take the necessary steps to secure such working, others may 
apply for a license to use the invention in their own activities after 
3 years from being laid open for inspection of the patent application, 
in return for a reasonable royalty and necessary safeguards for assur- 
ing performance of prescribed license conditions (Sicherstellung). 
Section 21a (2) provides that the license provided for in subsection (1) 
will be denied, if the patentee shows that, because of circumstances, 
he cannot reasonably work the invention within the country at all, 
or cannot work it on a larger scale than has actually been done. 

In addition to the foregoing provisions, Austria passed a separate 
and unique law in 1936 dealing specifically with the abuse of powers 
stemming from the licensing of patent rights.” Under this law, certain 
specified abuses in agreements concerning licensing of patent rights 
could be declared partly or wholly void by the Department of Com- 
merce. The basis for such action was that the public interest was 
involved, the public interest being defined as interests of the total 
economy (Gesamtwirtschaft), of the defense of the country (Landes- 
verteidigung), of the public security (6ffentliche Sicherheit), or of 
other interests involving public welfare (Gemeinwohl). When revising 
its legislation in 1950, this law was made a part of the Austrian Patent 
Act without any change. It constitutes sections 22a to 22e of this 
act. It is intended to supplement the existing provisions of section 21 
of the Patent Act on compulsory licensing, which is not limited to 
abuses arising out of patent agreements.* 

6 Bundesgesetzblatt, Nos. 128 (1950) and 210 (1951). 
 Bundesgesetz gegen den Missbrauch patentrechtlicher Befugnisse, Bundesgesetzblatt No. 82 (1936). 
§ Discussion in Austria about this law has been controversial. Compare Zimbler in Juristische Blitter 


157 (1936); Ristow in Gewerblicher Rechtsschutz und Urheberrecht (Internat. Teil) 9 (1936); Bing in 
Osterr. Blatter F. Gewerbl. Rechtsschutz 5 (1936); Beer in Osterr. Chemiker Zeitung 2 (1937). 
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‘Compulsory licenses can be granted by the Patent Office on several 

ounds. One ground is the inability of a patent owner to exploit 

is own invention without the use of an earlier invention patented 
by another (sec. 21 (1)). The owner of the earlier patent, upon 
granting the license, is given, however, a reciprocal right to a license 
to work the later invention, provided the latter is materially related 
to the earlier invention. The younger invention must be “of con- 
siderable industrial importance’ to warrant the issuance of a license. 
A further prerequisite is that the owner of the earlier patent shall 
have refused to grant a license. The provision “considerable industrial 
importance” was interpreted by the Austrian special Patent Court 
(Patentgerichtshof), in a case decided on February 25, 1911,” as 
existing only if the progress attributable to the later invention is 
important when measured by the state of development in the tech- 
nological branch in question. In making this determination, the 
progress in the art attributable to the earlier invention without the 
aid of the later one, is to be taken into consideration. 

The concept of “public interest’? in connection with compulsory 
licensing has been further developed by 2 later decisions, one by the 
Department of Public Works rendered on April 16, 1917, and the 
other by the Nullity Division of the Patent Office rendered on March 
8, 1934, and modified by the Patent Court on October 27, 1934. 

The facts in the first case were as follows: Two enterprises owned 
nonexclusive, nontransferable manufacturing licenses for electrical 
phase compensators. The applicant for compulsory license was unable 
to prove that these two firms could not sufficiently supply the domestic 
demand for the patented machine. According to the Department 
there was no reason why the plants already licensed, in view of their 
size and capacity, could not satisfy the existing demands of the 
domestic industry, even in wartime (First World War). Conse- 
quently, it concluded, a public interest in granting an additional 
license had not been shown by the applicant to exist. 

In the second case, it was held that the provision in section 21 (3) 
requiring that the applicant for a compulsory license prove he is 
personally trustworthy (vertrauenswiirdig) applies only to important 
cases, that is, if the grant of the use is in the public interest. It was 
further stated that evidence that the applicant can produce a patented 
industrial product cheaper than the patentee is not sufficient, stand- 
ing by itself, to satisfy the “public interest” requirement. The 
Patent Office held that the ‘public interest” contemplated by section 
21 (3) is not limited to a political public interest, that is, one involy- 
ing the state as such in its direct interests, but extends to economic 
interests provided these have an obvious bgoess effect and impact. 
As a rule, the license is granted if a marked increase in the technical 
and commercial output of a certain branch of the economy can be 
expected.” It was further held that it is sufficient if an applicant 
proves that the detrimental economic effects alleged by him as result- 
ing from his inability to use the invention, may happen; that is, that 
some probability of its happening exists. No other proof is neces- 
sary. The patented invention for which the compulsory license is 
asked in the public interest, need not in itself represent substantial 

® Osterr. Patentblatt 845 (1911). 
60 Ssterr. Patentblatt 118 (1917). 


 Osterr. Patentblatt 43 (1935). 
821d. at p. 44. 
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industrial progress. The crucial point is the importance of the inven- 
tion in terms of the economy of the country.“ This decision illus- 
trates further the Austrian authorities’ awareness of the role that 
compulsory licenses can play as a device to foster free competition. 
Here, the Patent Office not only granted a compulsory license to an 
applicant who wanted to manufacture certain high voltage discharge 
tubes for radio receivers, but at the same time granted several “counter 
licenses”’ (Gegenlizenzen) to the owner of the licensed patent. It did 
this in the belief that the applicant would otherwise eventually achieve 
such monopoly position in the production of the patented tubes that 
serious damage to the other domestic tube manufacturers would re- 
sult. Accordingly, it felt that the competitors of the applicant should 
also have an opportunity to use the patent and develop tubes of their 
own, with whieh they could compete with the applicant in free com- 
petition. The Patent Office held also that the conception of “public 
interest” is not a fixed term for all times, but is changeable in view of 
time, circumstances, and the needs of the general economy. It con- 
ceded that, under normal conditions prevailing in great countries 
with large resources and with a vigorous economy characterized by 
fully employed industry, the advantages justifying a license perhaps 
might not be of sufficient importance to warrant application of the 
drastic remedy of compulsory licensing. In the world economic crisis 
of as yet undetermined proportions that existed at that time, how- 
ever, the Patent Office felt that any measure that would decrease un- 
employment and improve the general economic situation should be 
considered as meeting the “public interest” test It felt that the 
grant of a license in this case would activate the employment of 
Lemon stimulate the exportation of goods, and in general substan- 
tially improve the Austrian tube manufacturing industry.“ 

In still another case, however, the statement was made that the 
circumstances that unemployment (in a special field) would be di- 
minished and importation from abroad would be done away with, did 
not justify granting a license, since these effects were too slight in 
proportion to the total economy of the country to provide the basis 
for a finding of ‘public interest.” 

The Patent Office in several cases has also touched upon the essential 
economic questions of access to capital and working material usually 
involved in determining the need for cempulsory licensing. It has 
held that shortage of capital and suitable working material (here, 
plastic for zippers) on the part of the patentee were not sufficient 
excuses for nonworking, since he had the alternative of promoting 
production through the licensed use of the invention by others. The 
applicant in this case had made serious attempts to undertake pro- 
duction and had failed only because of the unwillingness of the 
patentee to negotiate about a license. The license was granted. In 
another case, the court said that nonexploitation could not be excused 
by the fact that the patentee was unable to interest others in investing 
capital in domestic production under prevailing market conditions 
and that starting a subsidiary manufacturing plant would not pay. 
Offering licenses by formal advertisements is not sufficient to consti- 

‘8 This is in agreement with the opinion of leading German experts on patent law of the period such as 
Damme-Lutter, Isay, Pietzker, and Seligsohn. It also refiects the view of the German Patent Office and 
supreme court decisions. 


Note 61, supra, at 45. = 
% Nullity Division, Patent Office, November 24, 1936, Osterr. Patentblatt 16 (1937). 
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tute working an invention within the country. The patentee, the 
office held, should work up the domestic market through continuous 
publicity and contacts with commercial firms active in the field of the 
invention. The lack of a permanent agent for the patentee in Austria 
was held to demonstrate indifference on the part of the patentee in 
this respect. The patentee could not show substantial reasons for 
not making a serious effort to introduce the invention into the domestic 
Austrian market. The fact that assurances were lacking that the 
capital necessary to start domestic production would be forthcoming 
under the prevailing market conditions, was held an insufficient excuse 
for nonworking of the invention. The decision would, perhaps, be 
otherwise if it appeared that such a business could be conducted only 
at a permanent loss.” 

In another case, decided in 1927, the Patent Office conceded that 
the danger of considerable permanent and substantial loss would 
justify inactivity on the part of the patentee under certain circum- 
stances. It concluded, however, that this was not the situation under 
the facts presented. While it recognized that mass production of the 
parts covered by the patent was necessary for profitable production, 
it concluded that the heavy investment costs attending this type of 
production, were not an insurmountable barrier to beginning exploita- 
tion within the country, especially since such costs could be amortized 
within a short time even with a limited sale of goods. On these 
considerations, the patent was revoked (under sec. 27 of the old 
Austrian patent law). On the other hand, in an earlier decision the 
court thought that if impediments to exploitation could not be over- 
come by the patentee, this should be accepted as a valid excuse for 
not exploiting the invention. Unwillingness to exploit because of the 
expectation of low profits or because of a period of unprofitability at 
the beginning of the venture, however, are not considered insur- 
mountable obstacles so as to justify nonworking on the part of the 
patentee. But if there exists such a disproportion between the 
necessary costs of production (in one’s own plant or by others) and the 
probable existing or future demand that considerable losses appear 
inevitable, nonuse is deemed justified.® 

As was true of most member countries of the Paris Union, Austria at 
the beginning of the century set up revocation as the only remedy for 
nonworking of an invention. The more moderate remedy of com- 
pulsory licensing was introduced later. Even so, cases decided under 
the old revocation clause between 1905 and 1915 are significant, since 
they deal with the same problems which occur today in connection 
with compulsory licenses. This is especially true of the issues whether 
given circumstances do or do not justify nonworking of an invention. 
Consequently, decisions during this era are still of considerable 
interest. 

In 1905 the Patent Office thought that lack of domestic needs for 
an invention did not excuse the patentee’s nonworking, where he 
had been entirely passive as to trying to introduce his invention.® 
On the other hand, in the same year the court ruled that in view of 
the many different obstacles which can stand in the way of the 
practical use of a patent without any fault or neglect by the patentee, 

 Patentgerichtshof, November 14, 1925, Osterr. Patentblatt 21 (1926). 


® Nullity Division, Patent Office, June 21, 1927, Osterr. Patentblatt 19 (1928). 
6s Patentgerichtshof, November 10, 1911, Gsterr. Patentblatt 435 (1912). 


© Nullity Division, Patent Office, May 22, 1905, Oster. Patentblatt 552 (1905). 
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no immediate penalty should be imposed for such nonuse (the 3-year 
interval did not exist at that time). It emphasized that what should 
be considered “sufficient use” cannot be answered generally, but 
should be judged according to the special circumstances of the 
individual case—an early declaration of the “rule of reason.” In 
this latter case, the German patent owner of a patent for protecting 
food against contamination had tried to stimulate use of the invention 
in Austria by sending a prospectus to interested persons, by showing 
the products at exhibitions, by sending an expert to Vienna to visit 
potential buyers, and by giving lectures about the invention. The 
patent had also been offered for sale through advertisements in various 
journals. The price and royalties demanded by the patentee for the 
use of the invention were considered in no way unreasonable. Revo- 
cation of the patent under section 27 of the old Austrian patent law 
was refused by the Patent Court. 

Mere willingness of a patentee to fill eventual casual domestic 
orders, in case such orders should be given some day, is not considered 
to be a suitable preparation for permanent and purposeful use or 
working of the patent; nor is it sufficient to grant a license without 
royalty in connection with an order from the licensee for the manu- 
facture of a single machine for the personal use and operation of the 
licensee only (the patent covered a machine for forming hats). Change 
in demand for a patented invention can have some effect upon the 
extent to which exploitation must be carried out in order to satisfy 
the law. Thus, a decline in demand, which occurs after the start 
of manufacture, can justify a limitation or even a temporary stop of 
production in a domestic plant. A limited demand for the patented 
product which exists from the beginning, however, does not give the 
exploitation the character of a temporary measure. Revocation of 
the patent was held to be justified.” 

Several additional principles have been established which apply 
today to the prerequisites for compulsory licensing on ground of non- 
use. For instance, it was held that in a patent covering a machine 
for sowing and spreading manure and which contained patent claims 
for a new principle and other claims covering several modifications of 
the general solution of the problem, it satisfies the “working” law if 
only one modification is carried out. Likewise, if a patent covers an 
improvement of an agricultural machine consisting of a certain special 
mouthpiece with wedge-shaped inserts, manufacture of these inserts 
is sufficient to constitute working the invention. The fact that these 
parts are not used with machines to be sold within the country, is 
irrelevant. Negotiations to buy land on which to build a factory for 
manufacturing agricultural machinery, including the patented ma- 
chine, which were discontinued and never resumed, when negotiations 
concerning a license agreement became deadlocked, were held to be 
insufficient evidence of a serious intention to start a manufacturing 
plant within the country. Opposition to introduction of a certain 
new type of machinery which would diminish the supply of machines 
covered by the patented device, does not excuse the patentee from 
doing all he can to secure use of the invention within the country on a 


19 Patentgerichtshof, October 24, 1905, Osterr. Patentblatt 47 (1906). 
1 Patentgerichtshof, October 20, 1910, Osterr. Patentblatt 106 (1911). 
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reasonable scale.”? Mere sale of a patented machine (here, calculating 
machines) which is imported into the country, does not satisfy the 
law; domestic manufacture is necessary. Activity of a selling agency 
of the German patentee within the country was not accepted as satis- 
fying the requirement for domestic production of the machine, where 
no effort was made to arrange for a domestic licensee. The patentee 
had decided to furnish the domestic market from his German factory, 
using the Austrian patent for protection, and to make full use of all 
advantages which the concentration (abroad) of production of the 
machines offered, notwithstanding that the selling markets for the 
patented machine were in different countries. The Patent Court con- 
ceded that such concentration of production showed considerable 
advantages in technical-economical respects, but concluded that the 
patentee had not made a convincing case for the proposition that 
continuance of this system of manufacture, resulting in a considerable 
increase in investment costs, was the only way he could operate. It 
concluded that domestic production at a profit was possible, even 
though this would involve a smaller capacity plant. Again, shortage 
of special workers was rejected as a reason for nonworking, since it 
was shown that other firms were successfully employing watchmakers, 
mechanics, and similar workmen as special precision workers.” 


6. Switzerland 


Of interest, finally, is the attitude of a country like Switzerland, 
i. e., one of small size, but with a number of highly specialized tra- 
ditional industries and a large export market. Compulsory workin 
provisions have existed in the Swiss Patent Act ever since 1907, an 
have operated in much the same manner as in other countries. 

Of especial interest, however, are the debates that took place in the 
Swiss Parliament in 1906 on the questions of expropriation and revo- 
cation of patents, since they dllasioate the prevailing outlook in 
Europe about the turn of the century. Both measures had in com- 
mon that they depended for their support upon “public interest” 
concepts and that the owner of the deprived right was entitled to 
compensation. Expropriation could be invoked for two purposes: 
(1) to make the invention accessible for Government use and (2) to 
prevent or suppress its use by state order, if use of the invention ap- 
peared contrary to the interests of the state. As to the proper com- 
pensation for a revoked patent, the Swiss Parliament developed a 
theory that the Government as the grantee of the patent monopoly 
need not pay a full consideration corresponding to the complete 
industrial value of an invention, but only such reasonable amount of 
money as was called for in the national public interest. The definition 
of “public interest”’ in these matters differed sharply from the modern 
concepts, according to which the state is not supposed to interfere with 
private competitive conditions in any given branch of industry by 
suppressing any patented invention or generally identifying itself 
with the interests of a particular sector of industry. This earlier 
departure from modern views, serves to underline the changing nature 
of this concept, as political and economic values shift from one genera- 
tion to the next. The willingness of the Government to expropriate 

7 Patentgerichtshof, November 9, 1911,, Osterr. Patentblatt 244 (1912). 


73 Patentgerichtshof, February 6, 1915, Osterr. Patentblatt 108 (1916). 
™ XVI and XVII Stenographisches Bulletin des Stinderats (Bern, 1906 and 1907). 
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a patent in order to suppress the invention is an example. At one 
time the Swiss Government was even considering the purchase of all 
patent rights for a new type of steam-knitting machine invented at 
the beginning of this century in Switzerland, in order to prevent the 
building of these machines. Behind this reasoning was the idea that 
the export of this machine, especially to the United States, would be 
detrimental to the Swiss knitting industry. The public interest was 
in this case identified with a specific single branch of the national 
economy. An attitude of this kind is, probably, more or less latent 
in any small country which possesses only a few established industries 
upon which its entire economic prosperity is based. 

It was not until 1928, that modern compulsory licensing provisions 
were introduced into Swiss patent law (see act of December 21, 1928, 
sections 18 and 22 bis). ‘These came about as a consequence of the 
Haag revision of the Paris Convention in 1925. 


B. To Factuirate Usr or Improvement or Depenpent Parents 


The second type of situation in which many countries grant com- 
.pulsory licenses, is that in which a patented invention belonging to 
one owner cannot be used without using an invention belonging to an 
earlier patentee. One of the oldest examples is found in England and 
concerns the 1769 British patent of James Watt on his steam engine. 
This patent covered the mechanical operation whereby the linear 
movement of the connecting rod of the piston is transferred into rota- 
tion by a system with cog wheels (gear). Later, in 1780, there issued 
a British patent to one Mr. Pickard, covering a transfer of motion 
with the same type of connecting rod by means of a crank. Pickard 
could not build ta steam engine without using the Watt patent. To 
impose compulsory licensing in a situation of this type, where inven- 
tions are of necessity bound to each other, seems sensible. Since in 
accordance with most law provisions the patent owner is entitled to 
receive a reasonable royalty in exchange for the license, his position— 
from the standpoint of financial reward—is not very different from 
that of a voluntary licensor who has accepted payment for his license 
grant. The licensee, of course, is satisfied since this enables him to use 
the older invention and avoid expensive and delaying infringement 
suits in the courts. From the public interest standpoint, this peaceful 
settlement which forces two parties to develop the technical progress 
in competition with each other instead of giving a monopoly to only 
one, and which at the same time avoids delay by court litigation, may 
stimulate considerably the expansion of industry. 

A case of the same type and involving the same principle was 
decided by the German Supreme Court (Reichsgericht) on Decem- 
ber 31, 1935.7 In that case, two companies were manufacturing 
tabulating machines, each covered by its own patents. Both com- 
panies also owned, in addition, patents on control mechanisms for 
such machines. These patents, however, overlapped in that the later 
of the two was dependent upon the earlier, which belonged to the other 
company. This company was willing to supply the owner of the 
depending patent with its own control mechanism, which was in fact 
usable with the other’s machine, but was not willing voluntarily to 


15 See also secs. 37 and 40 of the new Swiss Patent Act of 1954. 
76 Gewerblicher Rechtsschutz und Urheberrecht 489 (1936). 
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grant the other a license under its controlling patent. The dependent 
patent owner deemed this an unsatisfactory alternative and applied 
for a compulsory license in accordance with section 15 of the German 
Patent Act. Since under this provision a compulsory license is not 
granted “unless the grant is called for in the public interest,” ” the 
supreme court had to decide what should be its position as to the 
public interest, in cases of overlapping patent rights. It concluded 
that the public interest always exists when the depending invention 
(i. e., the invention patented at the later date) in its present shape 
represents a substantial progress over the basic (older) invention in its 
present shape. These circumstances were held, however, not to exist 
in the instant case. It was further concluded that neither the condi- 
tions of competition between the patentees nor the monopoly position 
attained by one patentee attributable to his special achievement 
would justify granting a compulsory license to an applicant as long 
as the patentee was not misusing his monopoly position. Such a 
misuse did not exist here. Nevertheless, the court granted a license. 
It reasoned that in the long run buyers of tabulating machines would 
not buy from the applicant for compulsory license unless they could 
also buy control mechanisms especially designed for that system. 
Inability of the applicant to furnish the latter would thus mean its 
economic ruination. The public, however, has an interest in seeing 
to it that a choice of several systems of important machinery is ayail- 
able in the market at any given time. Grant of a compulsory license 
in this case prevented a monopoly situation in a field of importance to 
the public. The question whether the license should be limited to the 
domestic market or be available in addition for exporting purposes, 
was also discussed in the case. 

Still earlier, the German Patent Office and the German courts 
decided a series of cases involving the same issue, to wit, whether to 
grant or refuse compulsory licenses for inventions covered by over- 
lapping patents. Decisions between 1916 and 1935 concerned type- 
writers, production of oxygen, cement kilns, aluminum alloys, lid 
catches for buckles of blast furnace bucket hoists, tungsten filaments, 
and a. c. rectifiers.” 

7 During the Hitler regime and until July 1949, the wording of this part of sec. 15 was “unless the Federal 
Government declares that the grant is called for in order to protect the interests of the national community,” 
thereby centralizing the decisions in the hands of the highest political authority. 

7 Pietzker, Kommentar Zum Patentgesetz (1929), pp. 401 ff. The decisions referred to may be sum- 
marized as follows: 

(1) Typewriters (decision of the German Supreme Court, 1918): The court did not pass on the importance 
of the patents, but based the grant of the license upon the urgent need for the goods in Germany which 
could not be satisfied by the patentee (an American firm) during the war (Mitteil ungen des Verbandes 
agrees pee Cote) Pp. ae bi 1a eth a te 

roduction of oxygen: ie considerable importance of the patented process dd 
was deemed to be established, It was held intolerable that two patentees should preven eeas cree eg 
the public from using a valuable device. ‘The applicant offered industry a new practical device by which 
valuable oxygen could be produced and, at the same time, argon could be separated. A license was granted 
by the Patent Office on January 6, 1916; conciliation between the parties approved by the supreme court, 

(3) Cement kilns: Both patents refer to grates. The Patent Office considered the patent of applicant, 
which was being blocked by the defendant's prior patent, as having certain merits and granted him 
license under the defendant’s patent; conciliation between the parties approved by the supreme court 
Coiktuntnme allere Tie Patent Offse ield\thatithe\allay: otitha appt 

juminum alloys: The Patent ice hel at_the allo; tl icant had 
compared with the one patented by the defendant. In view “of the ceanourany raniles ct aaretiages 
dustry (the year of decision was 1920), it was held of great importance that only the best products be mans 
factured. The license was granted in view of this fact. The supreme court made no decision in the case 
(court file number T, p. 159 (1921)). 

(5) Lid catches for buckles: ‘The fact that applicant could make better use of the field of blast furnace 
hoists if he had a license to use the patent of defendant, was not in itself held to be of public interest," ‘The 
patent ot ce Spolaae ene reat cuiproveraentt in SEA ae conser oa Improvement of hoists 
was needed only for special, infrequently 0 , conditions. fi ittel 
bandes deutscher Patentanwalte (021) p.89). nen aoense refused (Mitteilungen des Ver 


(6) Tungsten filaments: Defendant owned a patent on the mechanical treatment of filaments for electric 
bulbs. Applicant had a patent for another type of treatment for the same purpose. A license var ranised 
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Compulsory licenses of this type for depending patents as described, 
can be granted in accordance with special provisions in the patent 
laws of Austria (sec. 21 (1)), Germany (sec. 15), Holland (sec. 34), 
Switzerland (sec. 22),” and England (sec. 37 (4) (b)). 


C, For Sprctrrep ABUSES AND AS TO CrRTAIN CLassEs oF Goops 


The third type of legislation involves provisions granting compulsory 
licenses for specific abuses of patent rights or specific classes of 
patented goods. 

1. England 

As an example we may take the British Patents Act of 1949. In 
England any person may apply to the Comptroller for a license, on 
the following grounds: 

(1) If the patented invention is not being commercially worked in 
England or is not being so worked to the fullest extent that is reason- 
ably practicable. 

(2) If the demand is not being met on reasonable terms or is being 
met to a substantial extent by importation. 

(3) If commercial working is prevented by importation. 

(4) If, by the refusal to grant a license on reasonable terms— 

(a) an export market from England is not being supplied; 

(6) the working of any other patented invention which makes 
a substantial contribution to the art, is prevented; 

(ec) the establishment or development of commercial or indus- 
trial activities in England is unfairly prejudiced; or 

(d) the manufacture, use or sale of materials not protected by 
the patent, or the establishment of activities within the country, 
is unfairly prejudiced as a result of conditions imposed by the 
patentee pursuant to the grant of a license under the patent or 
purchase, hire or use of the patented invention (sec. 37). 

Tn all these cases the Comptroller may order the grant of compulsory 
licenses to an applicant as well as to “such customers of the applicant 
as he thinks fit” (sec. 38/1%°). The conditions under which the Comp- 
troller may act are regulated in detail in section 39. This section 
provides that the powers of the Comptroller shall be exercised with a 
view to achieving the following general purposes: ’ 

“(a) that inventions which can be worked on a commercial scale 
in the United Kingdom and which should in the public interest be so 
on the ground that the advantages of applicant’s method were few and insignificant (decision of January 19, 
1924, Supreme Court file number I, p. 345 (1923)). 

(7) A. C, rectifiers: Defendant (Cooper Hewitt Co. of the United States) had a patent for mercury rec- 
tiflers with a glass receptacle. Applicant wanted a metal vacuum receptacle for higher currents, details of 
which were covered by defendant’s patent. ‘The Patent Office refused a license. It held that the patent of 
the defendant was a pioneering patent and other rectifiers for all currents did exist. The invention of appli- 
cant was not a pioneer invention, even though it was of considerable importance. Furthermore, the licensees 
of the defendant were working oh new rectifiers for high energies. ‘The Patent Office held that no sufficient 
public interest was proved by the applicant. The Supreme Court reversed the decision and granted the 
license (decision published in Entscheidungen des Reichsgerichts in Civilsachen, vol. 83, pp. 274 ft.). 

(8) An interesting decision illnstrating another side of the “public interest’ ‘factor in inventions, was 
decided by the Patent Office in 1916 and concerned supports for railway rails. In this field ofengineering it 
was held that laboratory tests, models or manufacture of single pieces of the invention were not sufficient to 
pee. the importance to the public of the invention. Tests on long sections and for a long time are needed, 
it was held, to prove the quality of the invention, unless there is available an adequate supply of alterna- 
tive products of the same type. In cases of this kind, the public has an interest in seeing that a new inven- 
tion which may tur out to have some practical val, is tested in practice. A license to make such tests 
was grant - 

In English, sample cases are cited by Reik, op. cit. supra note 1, at p. 821. 

79 Tn the new Swiss Patent Act of 1954, this section beeame section 36. 


* The obligation to work an invention within England, originally part of the Statute of Monopolies of 
1623, was reshaped in 1907 and further modified by the compulsory license system in 1919. 
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worked shall be worked therein without undue delay and to the fullest 
extent that is reasonably practicable; 

“(6) that the inventor or other person beneficially entitled to a 
patent shall receive reasonable remuneration having regard to the 
nature of the invention; 

“(c) that the interests of any person for the time being working or 
developing an invention in the United Kingdom under the protection 
of a patent shall not be unfairly prejudiced” (sec. 39 (1)). 

In determining whether to make an order in pursuance of any 
application for a compulsory license or for the endorsement of a patent 
with the words ‘‘licenses of right,” the Comptroller shall take account 
of the following matters: 

“‘(a) the nature of the invention, the time which has elapsed since 
the sealing of the patent and the measures already taken by the 
patentee or any licensee to make full use of the invention; 

“(6) the ability of any person to whom a license would be granted 
under the order to work the invention to the public advantage; and 

“(c) the risks to be undertaken by that person in providing capital 
and working the invention if the application is granted;” (sec. 39 (2)). 

All orders made by the empale: in pursuance of such applica- 
tions can be appealed (sec. 44). On any such appeal the Attorney 
General or such other counsel as he may appoint shall be entitled to 
appear and be heard (sec. 44 (2)). here any such application is 
opposed by the patentee or any other person desiring to oppose the 
license application and either (a) the parties consent or (b) the pro- 
ceedings require a prolonged examination of documents or any scien- 
tific or local investigation which cannot in the opinion of the Comp- 
troller conveniently be made before him, the Comptroller may order 
the whole proceedings, any question or any fact issue arising therein, 
to be referred to an arbitrator agreed on by the parties, or, in default of 
agreement, appointed by the Comptroller (sec. 44 (3)). 

The British Patents Act of 1949 also ties in in a unique fashion with 
the work of a federal monopoly investigation commission (the Monop- 
olies and Restrictive Practices Commission). It provides that if a 
report of the said commission, confirmed by the House of Commons, 
concludes that conditions prevail with respect to the supply of 
patented goods or the export thereof which are contrary to the public 
interest, “a competent authority” may apply to the Comptroller for 
various orders, among which is included the grants of compulsory 
licenses to others on reasonable terms (sec. 40). 

‘The Comptroller is further empowered to grant a separate type of 
compulsory license in respect to patents for certain specific products, 
such as substances being used as, or for production of, food or medicine 
as well as for surgical or curative devices. No finding of “patent 
abuse” is required here. This type of license, introduced into the 
Patents Act in 1919, has a quite different character from licenses 
granted under sections 37-40. In settling the terms of licenses in 
these special fields the Comptroller is to set terms that will make the 
subject items available to the public “at the lowest prices consistent 
with the patentees deriving a reasonable advantage from their patent 
rights” (sec. 41). A somewhat similar type of compulsory licensing 
in the fields of public health and public safety was proposed in the 
United States in 1943 by the National Patent Planning Commission, 


& This section had its counterpart in sec. 38A (3) of the earlier British Patents Act of 1938, 
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but was not incorporated into the new United States Patent Act of 
1952. 

These citations from British legislation can be supplemented by 
a cases, decided under corresponding sections of the old 

ritish Patents Act of 1919 to 1938 (secs. 27 and 38). A discussion 
of the main cases follows: 

The question of compulsory licensing under section 27 of the Patents 
Act came up for the first time in 1915. It concerned the following 
situation: Applicant for the license was a manufacturer of incandes- 
cent lamps. ‘Tungsten, which was required for the filaments of these 
lamps, was made by a number of firms united in the Tungsten Lamp 
Association, a patent pool of all big British manufacturers of incandes- 
cent lamps. The members refused either to furnish tungsten wire or 
to grant a license for the direct manufacture of such wires. The appli- 
cant then approached a member of the association with a plan for 
manufacturing lamps which incorporated an improvement invented 
by himself, the lamps to be made with tungsten wire supplied by the 
association. This proposal was accepted, but only on condition that 
the lamps be sold by the licensee at a price above the list prices of 
the association or that the wire be purchased at a price three times 
the export price of the same wire. Applicant found these conditions 
unacceptable, refused to accept the license, and sued the association 
for nonworking of the patents and for imposing unreasonable restric- 
tions upon the grant of a license. The High Court (Chancery Di- 
vision) decided, however, that it did not constitute an unreasonable 
restriction to refuse to accommodate a single manufacturer under any 
conditions, provided that such practice did not affect the entire trade. 
In other words, under section 24 of the (old) Patent Act of 1907 (now 
partly section 37 (2) (b) of the Patent Act of 1949), a petitioner for a 
icense must prove default, not only toward himself, but toward the 
public generally, or that part of it interested in the matter. The ex- 
pression “trade or industry’’ in the section was used in a broad sense, 
so that it was not enough to establish that a particular trader was 
prejudiced; it must be proved that the trade or industry, as a whole, 
was adversely affected. Establishment of a new trade or industry 
was a different matter from the entry of a particular person into an 
existing trade or industry. Moreover, the court found, the supply 
of lamps was adequate to meet the demands of the public and the 

rice was not so high as to be a serious burden to the consumer or to 

e unreasonable. The “demand” was held not to be the demand of a 
particular person, but that of the public at large. For the act to 
operate, in other words, the court said there must be a public demand 
for ee article, not just by a single individual. The relief was not 
granted.® 

In 1926, another demand for compulsory license under section 27 
of the Patents Act was dealt with by the British Patent Office. A 
British manufacturer of printing machinery, Intertype, Ltd., sued the 
American Mergenthaler Linotype Co. alleging injury to the trade of 
England due to defendani’'s refusal to grant reasonable license con- 
ditions to the applicant for the use of certain patents on typographical 
composing machines. The Comptroller of Patents held, contrary to 
~“® National Planning Commission, The American Patent System, H, R. Mise. Doc. No. 239, 78th Cong., 


Ist sess., p. 3 (1943). 
8 Robin Blectric Lamp Co,, 32 R, P. C., 202 (1915). 
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the 1915 court ruling, that the law did not require him to determine 

the broad issue of eventual injury to English trade and manufacture 
as a whole—as the defendant had urged. In his view, these were 
questions of political economy and therefore “mere questions of 
opinion.” A compulsory license was granted to the British applicant.™ 

In 1926, a British firm, Brownie Wireless Co., Ltd., needed a 
license under certain radio receiver patents owned by Marconi Wire- 
less Telegraph Co. Marconi offered a type of standard license which 
provided, among other things, for a royalty on each base built into 
receiving sets of any make regardless of whether Marconi’s patented 
wiring diagrams were used. Brownie sued for a compulsory license 
under two specified patents for wiring diagrams, alleging that the 
patentee refused to grant a license under reasonable conditions. 
Applicant claimed that the license offered was unreasonable within 
the meaning of section 27 (2) (d) and (e) of the Patent Act for five 
reasons: (1) the royalty was excessive in view of the price of the 
article; (2) no distinction was made between the several patents, the 
patentee refusing to grant a license under specific patents and offering 
only a package license; (3) licensee’s tubes were to be sold only by 
the licensees of Marconi; (4) export of licensed apparatus was pro- 
hibited; and (5) royalties were claimed for parts of all kinds of receivers 
regardless of whether they were covered by the licensed patents. 
The High Court (Chancery Division) rejected these arguments. Its 
reasoning is very interesting—especially in view of similar cases before 
American and Canadian courts. 

The British court held that there is not necessarily a connection 
between the cost and selling price of goods on the one hand and the 
amount of royalty on the other, even if the applicant could show 
that a lower royalty would open up new marketing chances. It said 
further that it would be impractical for a patentee to list patents 
in detail, that it would be more equitable for him to figure his royalty 
for the whole series of more or less pertinent patents, making it broad 
enough to assure that even a modified radio receiver came within the 
coverage of the license. It held further that a restriction upon the 
sale of tubes does not seriously affect the business of a manufacturer 
of receiving sets, that restrictions on export are legitimate even where 
the licensor does not own corresponding foreign patents, and finally 
that it would be lawful to charge license fees on the manufacture of 
nonpatented articles inasmuch as such a covenant has been held 
not to be in restraint of trade, for the restraint does not go beyond 
the privilege conferred by the patent. As to the last-mentioned 
point, Justice Luxmoore relied on a British case decided in 1856 
(Jones v. Lees, 1 H. and N. 190). Payment of royalties on non- 

atented articles, he called ‘not an unusual provision.” He referred 
urther to a treatise (Morris, Patent Conveyancing, published in 
1887, p. 212), which discussed a situation in which a licensee cove- 
nanted not to manufacture any articles except articles coming under 
the patented invention, and which commented that such a covenant 
was of common occurrence where royalties were reserved. The 
treatise went on to say that such a covenant is occasionally extended 
so as to impose the prescribed royalties even upon articles manu- 
factured in breach of the covenant, that is, on articles which do not 


4 Intertype, Ltd., 43 R. P. C., 305 (1926). 
& Brownie Wireless Co., 46 R. P. C., 457 (1928). 
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come within the scope of the patented invention. On the basis of 
this precedent, the judge concluded that the covenant there involved 
should be held “not to be in restraint of trade.” 

A similar set of facts was passed upon under section 27 (2) (d) by 
the High Court the next year in the case of Loewe Radio Co., Lid.® 
granting the applicant compulsory licenses for five patents belonging 
to the Marconi Wireless Telegraph Co., Ltd. 

Another variation of restraint of trade was attacked in an action 
for compulsory license in 1933. It concerned a boycott of the sale 
of patented articles to an enterprise or a group of enterprises. Colum- 
bia Graphophone Co., Ltd., stated in writing that its phonograph 
records were patented products and that they must not be sold in 
any stores of the Consumer’s Union of Manchester or at any other 
places allowing a discount. The Cooperative Union, Ltd., brought an 
action for license based on section 27 of the Patent Act, but the case 
was dismissed by the Comptroller of the Patent Office. His reasons 
were, first, that the records were not patented as articles (only the 
process of making them was covered by patents) and, second, that 
compulsory license is primarily available for the manufacture of an 
article, but not for the mere sale of it.%” 

As for section 41 of the British Patents Act, which authorizes the 
Comptroller to grant licenses upon application with respect to food or 
medicine or processes for producing such substances, as well as surgical 
or curative devices, the first big test case developed in 1953, where the 
interests of a large American manufacturer of pharmaceutical products 
clashed with the interests of a British manufacturer in the same field. 

This case, which went through 3 stages within little more than 1 
year, involved a basic interpretation of section 41, covering licenses 
granted by the Comptroller, and its relation to the Paris Union, 
particularly to article 5A as revised at the London Conference of 
1934." The facts were that a British manufacturer, British Drug 
Houses, Ltd., applied pursuant to section 41 for a compulsory license 
under three patents owned by the American firm, Parke-Davis & Co., 
and Parke-Davis & Co., Ltd., a wholly owned subsidiary of the 
American firm manufacturing and selling in England. The patents 
under which licenses were sought, involved manufacturing steps in the 
synthesis of the nontoxic antibiotic ‘‘chlorcmycetin.” As a counter- 
move, Parke-Davis brought court action to prohibit the Comptroller 
from ordering the license, contending such an order would violate 
section 45 (3) of the Patents Act. This section provides that no order 
shall be made by the Comptroller under sections 37 to 42 (providing 
for the grant of compulsory licenses) ‘which would be at variance 
with any treaty, convention, arrangement, or engagement applying to 
the United Kingdom.” Since 3 years had not yet passed since the 
date of issue of the patents—the period which article 5A (4) of the 
Paris Union provides must elapse before a compulsory license can be 
sought—Parke-Davis contended that the proposed action would vio- 
late this article. The High Court of Justice held that section 41 of the 

© 46 R. P. C., 479 (1929). 

& Cooperative Union, Ltd. (1933), 50 R. P. O., at 164: This case was only one in a series of steps under- 
taken by Consumers Union in Great Britain to defend against the boycott imposed upon it by numerous 
manufacturers, At that time no Monopolies and Restrictive Trade Practices existed in the country. It 
was not enacted until 1948. 

8 R. v. Comptroller General (ex parte Parke-Davis Coy.) 70 R. P. O., 88 (High Court Justice 1953); 70 


R. P. O., 161 (High Court App. 1953); 71 R. P. C., 169 (Hs. Lds. 1954). 
% Great Britain had ratified the London amendment on June 30, 1938, 
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Patents Act gave the Comptroller such powers as were necessary to 
attain the statutory objective of making food, medicine and the like 
available to the public at the lowest prices consistent with reasonable 
remuneration to the patentees. Licensing pursuant to this section, it 
held, is distinguishable from compulsory licensing under sections 37 to 
40 which relate to nonworking and patent abuse. In contrast, the 
court concluded, patents relating to food and medicines are suscep- 
tible to licensing by the Comptroller irrespective of how the patents 
are exercised and the statute providing for such licensing is not subject 
to the limitations of article 5A (4) of the Paris Union. Section 41 
creates a right to grant compulsory license solely on account of the 
character of the invention and, therefore, an application thereunder 
can be allowed at any time; that is, there is no 3-year bar or waiting 
period as there is in section 37. t 

The High Court of Justice dismissed the motion of Parke-Davis, as 
did the High Court of Appeal, and the House of Lords affirmed on 
April 7, 1954. J : 

As previously stated, one of the special grounds on which a com- 
pulsory license can be granted under section 37 of the British Patents 
Act is that the demand in the country is “not being met on reasonable 
terms.” The basic factor involved in satisfying a demand for a 
license ‘‘on reasonable terms” is naturally the sales price of a patented 
article. No British Patent Office or court precedent exists covering 
this important detail. It may be that the Patent Office and courts 
try to avoid deciding the question of “unreasonable prices,” since 
such a decision necessarily involves pane the application of 
economic and social points of view and forces the judge to analyze 
and resolve some rather basic problems of general economic policy.” 


2. Germany 

The German Supreme Court, in contrast to the British courts, has 
in recent years twice rendered decisions on the question of what 
constitutes meeting the demand “on reasonable terms.” The cases 
arose under section 15 of the German Patent Act. The first decision 
was made on January 18, 1936. Here, the applicant was already the 
exclusive licensee under another patent on controlling fluid-insulated 
transformers relating to the control of oil conduits by transparent 
oil marking signs. He justified his application with respect to the 
patent here involved by stating that it would be in the public interest 
to grant him a license, since it would enable him to sell transformers 
at a lower price, and transformers help to supply the nation with safe 
electric power. The circumstances as to price were as follows: Devices 
produced under the first patent cost 95 German marks for smaller 
transformers and 135 German marks for larger ones. This was a 
high price compared to the total price of the machine (300-900 
G. M.). Consequently, it did not pay to buy the device except in 
connection with large transformers. As a consequence, most of the 
smaller transformers (about 80 percent) remained without the 

% An example of such reaction is the decision of the Swedish Court of Appeal in 1945 in a compulsory 
license case concerning the manufacture of tooth prosthesis. Applicant te the Patent Office for a license 
alleged that too high a price for the raw material used in manufacturing had reduced the demand for it 
and, in consequence, the invention was not worked on a scale corresponding to the conditions of the 
country. The Patent Office rejected the application, emphasizing the need for great restraint (reserve) 
in declaring an insufficient working for such a reason and taking the position that intervention under 
see. 15 (compulsory licensing) was proper only when the prices fixed were prohibitory—which was not 


the case in the pending application. The court confirmed this holding, 
4 Compare note 77 
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application of this device. They could, however, be suitably equipped 
with devices manufactured according to the second patent, the one 
involved in this proceeding, at a cost of only 3.50 G. M. each. The 
supreme court held that to provide consumers with electric current 
was such an important task that the introduction on the market of a 
device suitable for securing uninterrupted delivery of current was in 
the public interest. It found that applicant’s existing device was too 
expensive for transformers with low efficiency and that it was in the 
public interest to equip such transformers, designed for supplying 
current to villages and farms, with efficient protection against opera- 
tion troubles. This, it concluded, could be accomplished with the 
cheaper safety device which was the subject of the license proceeding, 
although it was concededly somewhat less efficient than the more 
expensive device. The license was granted, with a royalty fixed at 
15 percent of the net sales price of the patented device.® 

The second decision of the German Supreme Court was rendered on 
February 26, 1952. Tbe Patent Office rejected a compulsory license 
application, filed under section 15. Applicant sought a license under 
a patent covering the manufacture of a dental prosthesis from plastic 
material called Paladon. The Office ruled that proof by an appli- 
cant that he could manufacture (and therefore market) the substance 
more cheaply if permitted to operate under the patent in question, 
was not sufficient to support the “public interest” requirement neces- 
sary for granting a license. As the court saw it, if a patentee is able 
to get higher profits by charging a higher price for his product, this 
may be his well-deserved peat for the invention and he should not 
be subject to competition of others. Only in case of an abuse of the 
exclusive right which substantially and adversely affects the public 
interest, should the patentee’s monopoly position be modified by 
compulsory license. In the court’s view, no substantial public interest 
would be served by the applicant being able to market his competitive 
products 30 to 40 percent cheaper than the prevailing price. Further- 
more, the court found that in this case tne sales price of the final 
product (the prosthesis) was influenced only slightly by the price of 
the patented plastic material. Finally, only dentists, and not patients, 
dispensaries, and hospitals, would profit from a lower price for 
Paladon, and for that reason no great public interest would be 
served. ‘The applicant had also asked for a preliminary decision to 
receive immediately a compulsory license, pursuant to the expediting 
procedure provided for in section 41 of the Patent Act which authorizes 
permitting immediate use of an invention if it is urgently needed for 
reasons of public interest. The court refused this, however, and held 
that no substantial disadvantage to the public would result if the 
applicant had to wait for his decision in due course. 
3. Switzerland 

Another indication of the interconnection between compulsory 
license problems and the sales price of patented articles, is found in 
the law of Switzerland. Section 22 bis of the present Swiss Patent 
Act provides for compulsory license in the public interest, if the 
patentee has refused to grant a voluntary license in response to a 
reasonable offer by an applicant and cannot give sufficient reasons 


 Gewerblicher Rechtsschutz und Urheberrecht 604 (1936). 
% Gewerblicher Rechtssehutz und Urheberrecht 393 (1352). 
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for his refusal. This section has been transferred in substance into 
section 40 of the new Patent Act of 1954. The Government bill. 
commented in connection with the new section 40, that “such public 
interests for instance are at stake if products important for the 
welfare of the nation (Volkswohlfahrt) only can be bought on the 
market for prices which are unattainable for large parts of the popu- 
lation.” % In Switzerland, in other words, the interest of the con- 
sumer in low prices is cited as an important example of public interest 
in licensing patents. 


D. Parents in Curtain Groups or Ownep By CERTAIN PaTEenrEEs 


The fourth type of compulsory horns: involves licenses with 
respect to entire groups of patents or under all existing patents owned 
by certain patent owners. The two main areas in which this type of 
licensing operates are (1) compulsory licensing of patents as a correc- 
tive where the patent owner has been found guilty of violating anti- 
trust or antimonopoly laws, and (2) “‘licenses of right”? involving 
procedures whereby a patentee voluntarily makes his patents available 
for licensing upon reasonable terms. 


1. Under the antitrust laws of the United States 


This method has been practiced primarily by the United States 
courts. Inasmuch as the present study is confined to non-American 
compulsory licensing activities, no attempt will be made here to 
cover the antitrust aspects in any detail. Only a very brief statement 
of the main features will be included. 

Compulsory licensing in antitrust cases has developed in the 
United States as a judicial doctrine. Neither the patent laws nor the 
antitrust laws contain any express provisions on the subject. Since 
the decision in Hartford-Empire Co. v. United States ® in 1945, however, 
it has been settled that in a civil proceeding under the Sherman 
Antitrust Act, the Court may order the defendants to grant licenses 
under their patents, subject to the payment of a reasonable royalty, 
where such relief appears appropriate to achieve the antitrust objective 
of restoring the balance of competition. Since that decision, the 
remedy of compulsory licensing has been invoked in many antitrust 
cases, usually on the basis of reasonable royalty licensing, but some- 
times on the basis of royalty-free licenses. Most of the cases, however, 
have been settled by consent judgment and hence the adjudicated 
cases in this field have been few. The most controversial, and still 
somewhat unsettled, issue has been whether a court may decree 
royalty-free licensing. In the Hartford-Empire case, the Court had 
held in a 4-2 decision that it could not. A later Supreme Court 
decision, however, left open the question whether royalty-free licensing 
might not be appropriate in the proper circumstances. And recently, 
a notable lower court decision took some long steps via the compulsory 
licensing route to revive competition by opening up on a broad basis 
a technological branch of industry that had been largely closed to 
outsiders as a result of agreements covering patents in the hands of 
seven American manufacturers. In October 1953, the District Court 
of New Jersey ordered that a large group of patents relating to incan- 

™ Botschaft des Bundesrates an die Bundesversammlung iiber die Revision des Bundesgesetzes 
betreffend die Erfindungspatente, 53 (Berne, Apr. 25, 1950). 


%8 Hartford-Empire Co. v. United States (323 U. S. 388), on petition for clarification (324 U. 8. 570 (1945). 
% United States v. National Lead Co. (332 U. S. 319, 349 (1947)). 
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descent lamps, lamp parts, and machinery to manufacture lamps, 
be dedicated to the public. Other patents, including future patents 
granted to one of the firms (General Electric Co.) within the next 5 
years, were subjected to license at reasonable royalties. 

It is a difficult task, needless to say, for a judge to decide on the 
facts which patents and how many patents must be made available 
in order to restore competition in a given industrial field. The deci- 
sion becomes all the more difficult, when it is recognized that com- 
pulsory licensing rarely represents the only corrective measure that 
is applied. It is usually accompanied by other positive measures, 
such as the obligation to furnish necessary unpatented “know-how” 
and to provide licensees with the assistance of engineering experts. 
It may also be accompanied by negative measures, such as cancellation 
of domestic or international patent license agreements, divestiture of 

lants and stock interests in other companies, etc. Compulsory 
icensing judgments also frequently extend to future patents and 
applications in a given field of technology for a period of years (say, 
5 or 10). Whether decrees of this type have actually succeeded in 
opening up the affected fields of competition, whether they have 
resulted in undue competitive advantages to licensees and disad- 
vantages to the original patentees, whether they have discouraged or 
stimulated further research on the part of patent owners and others, 
are matters that have until recently received little study.” 

An informative survey and analysis of American compulsory 
licensing problems can be obtained from the Report of the Attorney 
General’s National Committee To Study the Antitrust Laws, pub- 
lished in March 1955. Three possible remedial provisions to cure 
the consequences of unlawful conduct in connection with antitrust 
violation stemming from the misuse of patent rights are analyzed, 
to wit 

(1) compulsory licensing at reasonable rates; 
(2) compulsory licensing royalty-free; and 
(3) dedication to the public. 

The Committee (of which Assistant Attorney General Stanley Barnes 
and Prof. S. C. Oppenheim were co-Chairmen) states that the Supreme 
Court has held compulsory licensing at reasonable rates to be within 
the range of remedies available where necessary to correct past and 
prevent future violations, such remedy being considered to be within 
the Sherman Act’s broad power to “prevent and restrain” violations 
of that law. A narrow majority of the Committee members, however, 
deemed compulsory licensing on a royalty-free basis and dedication to 
be penal rather than remedial in character and hence beyond the 
Sherman Act’s authority to “prevent and restrain” violations.” 
It points out that in some leading cases (e. g., Hartford Empire 
(1945) and National Lead (1947)), the district courts refused to go 
along with the Government’s request that they decree royalty-free 
licenses. On the other hand, a substantial share of the Committee 

%a United States v. General Electric Co., 115 F. Supp. 835 (D. C., N. J. 1953). 

% Inquiry into the effect of compulsory licensing in antitrust decrees is currently being undertaken by 
the Senate Judiciary Subcommittee on Patents, Trademarks, and Copyrights. 8. Rept. No. 72, 85th Cong., 
Ast sess.. p. 14 (1957). The same problem is taken up by the Patent, Trade-Mark and Copyright Foundation. 
of George Washington University. See Frost, Oppenheim and Twomey, Compulsory Licensing and 
Patent Dedication Provisions of Antitrust Decrees, 1 Patent, Trade-Mark, and Copyright Jour. 127 (1957); 


ae of Certain Antitrust Decrees Involving Patents as a Major Factor, id. at p. 17 (Conference Supp. 


% See chapter V: Patent-Antitrust Problems, pp. 223-260, at 255. 
Id. at p. 256, 


LICENSING OF PATENTS UNDER NON-AMERICAN SYSTEMS 39 


members construed the mentioned cases as not pronouncing any 
blanket statutory or constitutional ban upon royalty-free licensing or 
dedication, but as holding merely that a court will decree no more in a 
given case than is needed to achieve effective competition. Second, 
they contended that dedication or royalty-free licensing is in principle 
no more “confiscatory” than compulsory licensing at reasonable rates 
or any antitrust decree that deprives antitrust violators of their 
power to earn monopoly profits. Finally, these members of the Com- 
mittee emphasized that royalty-free licensing or dedication might, 
in appropriate cases, be essential to achieve the competition that the 
statute requires and they felt the courts should have the power to 
decree such relief when necessary.’ ’ 

The opinions expressed in the report of the Barnes-Oppenheim 
Committee caused various congressional committees, such as the 
Antitrust and Small-Business Committees, to examine into the various 
points of views expressed by the members. hae 

During the past 3 years, a congressional patent inquiry on a broad 
scale, including but not limited to patent-antitrust matters, has been 
underway on fe part of the Subcommittee on Patents, Trademarks, 
and Copyrights of the Senate Committee on the Judiciary. This in- 
quiry started in 1955 with a general study of the American patent 
system by leading experts in different fields. Since that time, the 
following four studies late been published by the subcommittee deal- 
ing with various aspects of the compulsory patent licensing issue, writ- 
ten mainly from American points of view and based upon American 
egal traditions: !" j 
Se: (1) Vannevar arr aise for Improving the Patent Sys- 

tem, Study No. 1 (1956). 

(2) oe E. fret. The Patent System and the Modern 
Economy. Study No. 2 (1956). 3 

(3) Legislative Reference Service (Catherine Corry), Compul- 
sory Licensing of Patents: A Legislative History Based on Con- 
gressional Hearings, Reports, and Debates. Study No. 12 (1958). 

(4) Fritz Machlup, An Economic Review of the Patent System. 
Study No. 15 (1958). a : 

The Bush and Frost studies take a critical attitude toward any 
broad use of compulsory licensing as a form of license in the American 
economy. The Legislative Reference Service siaey is a purely factual 
history of congressional proposals for compulsory licensing of various 
forms. The Machlup study is devoted in the main to the history, 
development and analysis of economic theory in the field of patents, 
but in the course of this discussion gives considerable attention to the 
compulsory licensing aspect, both for its bearing upon economic theory 
and as an illustration of the operation of economic principles. It 
seems to be apparent from Dr. Machlup’s discussion, however, that 
he views compulsory licensing as consistent with the philosophy of 
the patent system, and as an appropriate, workable and, in the main, 


desirable feature within that system. 
100 Td. at p. 258. 


. r ft 
ior ‘Antitrust Problems in the Exploitation of Patents, staff report to Subcommittee No. 5 of 
the ‘Hovse Committee on the Judiciary (committee print), 84th Cong., 2d sess., October 15, 1956. 
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The Bush study expresses the following opinion: 


to require general licensing of all comers at small royalties 
may produce just the deadly inertia and lack of initiative in 
an industry which the patent system is supposed to forestall. 
And destroying the patents, by requiring free licensing, may 
be even worse and in the same direction.’ 


Bush believes that— 


general compulsory licensing may be very damaging to in- 
centives, and may indeed block the prompt introduction of 
advances in technology which require protection in their 
early states because of their intrinsic hazardous nature from 
a commercial standpoint. But limited compulsory licensing, 
along some such lines as the above, might well remove numer- 
ous industrial roadblocks without doing any essential harm to 
the patent system as a whole.!% 


Thus, Bush favors invoking compulsory licensing to a limited extent 
even in suits for infringement, when it is established that (1) the 
plaintiff has joined with others by reason of an interchange of patent 
rights in a combination which unreasonably dominates a general field 
of commerce to which the allegedly infringed patent pertains; (2) the 
patent has been infringed; and (3) the infringement occurred in the 
field of commerce thus dominated.!* He would also apply compulsory 
licensing on reasonable terms in the limited situations where exclusive 
patent rights would otherwise work to the public disadvantage. The 
pastel of general, across-the-board compulsory licensing, however. 

e considers to be basically unsound. Recommendations made in 
1943 by the National Patent Planning Commission proposing com- 
pulsory licensing under all patents to the extent required Bs the 
national defense, the public health, or the public safety, he considers 
unnecessary."° To destroy the stimulus of invention and research 
in these fields might, according to Bush, result in a detriment to the 
public interest which would defeat the objectives sought and more 
than offset the advantages that might be gained by such procedure.’ 

Frost, in his cited study, analyzes the American problems of com- 
pulsory licensing under the headings “Compulsory Licensing—Myth 
Versus Fact’ and “Patents and the Antitrust Laws—Tools to a 
Common End.” ™ Frost states, it may be with some justification, 
that in the light of existing statutes and judicial doctrines the problem 
of compulsory licensing in the United States is more academic than 
real."° The basis for this conclusion is that for a long time now 
various forms of more or less indirect compulsory licenses have been 
granted on the basis of special laws and court practice in the Federal 
courts. Compulsory licenses for the use of patented inventions have 
penetrated American law in five main areas: 

(1) In the so-called sie misuse cases, the courts have re- 
garded the activity of the patentee as so contrary to the public 


4@ Senate Patent Study No. 1, p. 14. 
103 Td at p. 25. 7 ey 
104 Td at p. 24. 
105 Id at p. 26, 
105 Td at p. 29. 
oe lat sad 
lenate Patent Study No. 2, pp. 28-33 
100 Td at pp. 34-36, sf me 
0 Td at p. 33, 
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interest as to require refusal of all patent relief. The result, in 
practical effect, is that everybody can use the patent in question 
without penalty or cost. Bes, or example, Morton Sali Co. v. 
Suppiger.1" 

(2) Ifa patent owner, by enforcing his exclusive right, endangers 
the public health and welfare, courts have in some such cases 
granted municipal authorities the right to use the patented 
invention upon the payment of compensation and have refused 
injunctive relief to the patentee. 

(3) The United States Government has had the statutory right 
since 1910 to use patented inventions free from injunctive relief, 
but subject to the payment of just compensation. Since 1918, 
this right has also extended to the manufacture and sale of pat- 
ented products by private parties for use by the Government. 

(4) Compulsory licensing is provided for in special laws such 
re the Tennessee Valley Authority Act 1! and the Atomic Energy 

ct. 

(5) Finally, compulsory licensing is provided for through the 
large body of well-known decisions in the Federal courts in anti- 
trust cases, ever since the Hartford-Empire case in 1945. 

Of great interest in this connection, is the compulsory licensing in 
favor of the Atomic Energy Commission, or other qualified persons, 
provided for in the controversial section 153 of the Atomic Energy 
Act of 1954." 

The act applies to patents in the atomic energy field, a “business 
affected with the public interest”’ concept—a doctrine developed as 
early as 1877 by the Supreme Court to justify the public regulation of 
business “* and on this basis provides for compulsory licensing if the 
patented invention is of primary importance in the production or 
utilization of special nuclear material or atomic energy, and such 
licensing is necessary in order to effectuate the policies and purposes 
of the act. Pursuant to this section, the Atomic Energy Commission 
is authorized to grant nonexclusive compulsory licenses to the extent 
that it finds that the use of the invention is of primary importance to 
the conduct of an activity by the petitioner. A reasonable royalty fee 
must be paid to the owner of the patent. 

In his message to Congress on February 17, 1954, President 
Eisenhower justified the provision for compulsory patent licenses in 
the new Atomic Energy Act, as follows: 


Until industrial participation in the utilization of atomic 
energy acquires a soomdoe base, considerations of fairness 
require some mechanism to assure that the limited number of 
companies, which as Government contractors now have 
access to the program, cannot build a patent monopoly which 
would exclude others desiring to enter the field. I hope that 
participation in the development of atomic power have 


11314 U. S, 488, 492 (1942), 

112 48 Stat. 68. 

113 68 Stat. 919, 945. 

14 See, for instance, C. W. Ooms, The Patent Provisions of the Atomic Energy Act, 15 U. Chi. L. R. 822, 
832 (1948); C. W. Ooms, Problems of Patent Policy for Government and Industry in Atomic Energy, in 
“Atomic Energy—Industrial and Legal Problems,” pp. 155, 173-174 (U. of Mich. Summer Institute 1952); 
C. W. Ooms, Some Suggestions Relating to Patent Provisions in Atomic Ener Legislation To Protect the 
Public Interest, 38 J. Pat. Off. Soc’y 38, at 51 ff. (1956); R. W. Valimont, Atomic Energy Patent Provisions 
and the American Economy, 31 J. Pat. Off. Soc’y 743 (1949); W. W. Beckett & R. M. Merriman, Will the 
Patent Provisions of the Atomic Energy Act of 1954 Promote Progress or Stifie Invention? 23 Geo. Wash. 
L. R. 195, 37 J. Pat. Off. Soc’y 38 (1955). 

18 Munn v. Illinois, 94 U. 8. 113 (1877) 
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broadened sufficiently in the next 5 years to remove the 
need for such provisions." 


The license provisions of section 153 remain in force for 5 years 
only. More than 4 years of this period have now passed, and the 
power to grant such licenses has not as yet been exercised.” As to 
the effect of the compulsory license provisions, some have argued that 
small- and medium-size enterprises would benefit from these provi- 
sions and from the ability to acquire such licenses, while others have 
argued with equal vigor that smaller firms and newcomers would 
suffer from the requirement."’ It is obvious that much more exten- 
sive, careful and unbiased study of these complex questions is called 
for before we can adequately evaluate the effects of this remedy. 
Consequently, it is heartening to note that further exploration of this 
issue is currently underway on several fronts, including study of the 
subject by this subcommittee,” a statistical report being prepared 
by the Antitrust Division of the Department of Justice as to the 
number and distribution of such licenses,”° and a series of factual 
case studies regarding compulsory licensing and patent dedication 
provisions of antitrust decrees being currently undertaken by the 
et Trade-mark and Copyright Foundation of Washington, 

On the agenda of the Fifth International Congress of Comparative 
Law in Brussels on August 4-9, 1958, one of the topics of the section 
on intellectual property rights was “the development of the obliga- 
tory license.” A number of national reports on the subject were 
submitted, some of them in printed form.’ 

2. Licenses of right 

The so-called license of right, since it involves a voluntary declara- 
tion by a peigice that he is willing to grant licenses to others who 
agree to the terms he sets, is not, strictly speaking, a compulsory 
license. Indeed, such an arrangement may sometimes be used by a 
patent owner as a means of escaping a compulsory license or, in some 
countries, of avoiding a charge that he is violating an existing antitrust 
or cartel law. 

A license of this type was introduced into the British Patent Act 
in 1919. Once a British patent is endorsed with the words “‘license 
of right’? in the official Register of Patents and published in the 
Official Journal any person is entitled to a nonexclusive license as a 
matter of right. In case of disagreement between the parties as to 


116 100 Congressional Record, pt. II, p. 1924, 

117 Some opponents of this section, such as Congressman Cole. and Senator Hickenlooper, have challenged 
its constitutionality, relying mainly upon their interpretation of art. 1, par. 8 of the Constitution as deny- 
ing authority for Congress to provide for compulsory licenses. See also K. Fenning, The Origin of the 
Patent and Copyright Clause of the Constitution, 17 Geo, L. J. 109, 116 (1929). The opposite view, i. e., 
that such provisions are constitutional, is taken in BL Schechter, Would Compulsory Licensing of Patents 
Be Unconstitutional? 22 Va. L. Rev. 287 (1936). It would appear that the constitutional controversy, at 
this stage, is somewhat academic. 

48 For the first mentioned view, see J. R. Newman and B, 8. Miller, Patents and Atomic Energy, 12 
Law and Contemp. Prob. 746 (1947). For the second view, see Ballard, There Is No Mystery About Pat- 
ents, quoted in 100 Congressional Record, p. A5357 (July 24, 1954), and Frost, The Patent System and the 
Modern Economy, Senate Patent Study No. 2, p. 35, note 139 (1957). 

no See BP: 39-41, supra. See also 8. Rept. No. 1464, 84th Cong., 2d sess., pp. 11-12 (1956); S. Rept. No. 
72, 85th Cong., Ist sess., p. 14 (1957). 

40 Hollabaugh, Patent and Know-How Relief in Antitrust Cases, lecture delivered April 19, 1956, before 
the National Industrial Conference Board, Inc. 

41 See note 97, supra. 

12 Reports were submitted by the following: France (P. Mathely), Great Britain (A. Kynric Lewis), 
Boney, eee ene the general report of the section—Rumania (Y. Eminesco-Georgesco), Switzer- 
land (A. Troller). 
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the terms of licensing, the Comptroller may decide the issue upon 
application by either side. The patentee may ask for a cancellation 
of the endorsement at any time. The other two main results of this 
endorsement are (1) that no injunction can be obtained by the patentee 
in proceedings for infringement against a defendant seeking to take a 
license upon terms settled by the Comptroller, and (2) that the annual 
fees levied upon patents are reduced by one-half. According to statis- 
tics for the years 1921 to 1939, the number of British patents endorsed 
in this way averaged 690 per year, which is about 4 percent of the 
average number of patents granted annually. 

A similar provision, the so-called Lizenzbereitschaft, is contained 
in the German patent law (sec. 14). The declaration in Germany, 
however, is irrevocable. On the other hand, a patentee in Germany 
who has so listed his patent, can prohibit any further use of his inven- 
tion unless the licensee accounts quarterly for the use of the invention 
and pays his agreed royalty. In Germany an average of 860 declara- 
tions per year were published during the period 1937-40—almost 6 , 
percent of the average annual number of patents granted, 

In 1945 the United States Patent Office instituted a similar register, 
independent of any statutory provision therefor. Within 3 years, 
approximately 20,000 patents had been listed on the register. The 
register lists, in addition, patents which have been ‘‘dedicated to the 
public” by court order in antitrust cases. In February 1949, one 
of the largest patent owners in the world, American Telephone & 
Telegraph Co., announced in the Official Gazette of the United States 
Patent Office its by to grant nonexclusive licenses to every- 
body under all United States patents owned by it. Within 3 years, 
over 10,000 such patents belonging to this company had been listed 
on. this register. 

On June 30, 1954, the Patent Office abolished the Register of 
Patents, claiming that insufficient use was made of this service to 
justify its continuance.’ This action became the target for con- 
siderable criticism, however, and the register was restored a few 
months later.!* 


BE. Government Licensr ror Natrona Derensz, Pustic Heauru, 
AND OrnER Pustic Purposms 


The fifth type of compulsory measure involves a license to the 
Government for the purpose of national defense, public health or 
safety, etc. In these situations, the “public interest” is the deter- 
mining criterion. The conception and the role of this public interest 
is difficult to analyze and the weight given to various factors is very 
different in different countries and different situations. As soon as 
the competitive situation exceeds the interests of purely private 
parties, public interest is involved in some way. This fifth type of 
compulsory license thus involves an examination and analysis of the 
basic concepts involved in the term “public interest,’ a matter that 
is treated more in detail in the next section. 


123 Official Gazette of the Patent Office, p. 544 (March 16, 1954). 

14 For more detailed discussion of United States congressional and Patent Office activities with respect 
to the listing of patents for licensing, see Legislative Reference Service (Catherine Corry), Compulsory 
Licensing of Patents—a Legislative History, Senate Patent Study No. 12, pp. 27-30 (1958). 
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IV. THE “PUBLIC INTEREST” ASPECT IN COMPULSORY 
LICENSING 


Each compulsory license case has as a rule three parties: the State 
which has awarded the exclusive right to a patent owner, the patent 
owner who has received this right and the third party who is seeking 
a license to use the invention. The question is, how are the rights 
and duties of these parties balanced under the law and practices of 
the countries that provide for compulsory licensing? 

Starting with the licensee, according to many European laws he 
can only ask for the right of use in his own name; his license is almost 
always nonexclusive, nontransferable, and often limited in time. 
Further, he must pay a royalty, fixed by a Patent Office or a court 
in most countries, in an amount that is not less than what is “‘reason- 
able” to compensate the owner. 

The patent owner is protected in his rights in most major countries 
by the provisions of the Paris Union heretofore mentioned. The 
most important of these is the provision protecting him against a 
compulsory license during the first 3 years after the issuance of the 
patent. He also may defend against licensing by proving that he 
has taken substantial steps to exploit the patent or had legitimate 
reasons for not reducing the invention to practical use. So, he is not 
without reasonable defenses. In most countries the grant of a 
compulsory license by administrative or court decision can also be 
reviewed by a higher body. 


A. Tue ‘“Pustiic Inreresr”’ Concert GENERALLY 


It is when we come to the third party, the state, that we reach the 
essence of the “public interest” concept. In both democratic countries 
and totalitarian states the interest of the state in some form or another 
is invoked in the name of the “public interest.” What is “public 
interest’? in connection with patents? The answers differ from 
country to country, but there is a surprising unanimity with respect 
to certain general points of view. A basic difference exists, of course, 
between the outlooks of countries with economies dominated by 
ais, and those which are highly industrialized. The first type 
of country (India or Argentina, for instance) is likely to seek and 
emphasize patent licenses which will permit and facilitate production 
within the country in order to attract new and valuable industrial 
art. The “public interest” in such underdeveloped countries as a 
tule will probably favor the remedy of compulsory license as a means 
of national industrial development. On the other hand, too brutal 
a treatment of patent owners would discourage direct foreign invest- 
ment for the purpose of developing patented ideas in the country. 
A wise balance and weighing of interests is essential. 

Highy industrialized countries also tend to favor a compulsory 
license system, but for other-reasons. This “safety valve” can, under 
certain circumstances, open up sections of technology hitherto closed, 
and provide development opportunity for qualified parties who are 
willing to risk capital in such ventures and stand ready to carry pro- 
tected inventive ideas into production and further development in a 
competitive manner. Full employment, increased production, high 
quality of goods and services, and low prices tend to epitomize the 
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“public interest’’ criteria in all countries without exception. Inven- 
tive ideas, protected by patent rights, in the hands of skillful com- 
peting experts may be one of the tools and means to achieve these 
aims—at least they will be used with this intention. 

Some countries have expressly prescribed “public interest” as a 
ground upon which compulsory licenses may be granted. Provisions 
of this type are found in the patent law of Switzerland (secs. 37 and 40), 
Holland (sec. 34), and Austria (sec. 22a).%° They are also found in 
Germany, where the old Patent Act of 1911 provided that permission 
to use an invention could be granted to one offering to pay adequate 
compensation therefor and giving adequate security to the patentee, 
provided such license is called for in the public interest. The revised 
German Patent Act of 1936 transferred the jurisdiction to determine 
whether the public interest was involved, from the Patent Office to 
the Government departments. 

The German courts have considered the following to be in the 
“public interest” when granting compulsory licenses: ” safer work- 
ing conditions in coal mines (1928, 1934); improved economy in 
coal mines as to output and coal prices (1931); uninterrupted 
maintenance and delivery of electrical power (1936); supply of 
certain necessary raw materials (1926); better production of valu- 
able material for scientific purposes (1923); '! mechanization in the 
production of bread (1929); * limitation of unhygienic hand-weaving 
processes (1934); 1° better prophylactic treatment of gum diseases 
(1936) ; ™ protection against adulteration of foodstuffs (1933) ; > pre- 
vention of plant shutdown (1926); *° and promotion of export busi- 
ness by new methods (1923, 1928, 1934, 1935).'7 

The foregoing collection of examples is rather typical, not only of 
the German decisions, but of those in many other countries. Most 
cases concern— 

(1) inventions which will effect an improvement in the balance 
of trade or in industrial employment of a country; 

(2) inventions which promote the safety and rationalization of 
industrial production; or 

(3) inventions in the sphere of public health. 

With an increasing civilization, the sphere of public health seems to 
assume greater and greater importance and cover more and more 
territory. 

125 With respect to Holland, compare discussion of law and court decisions in Doorman, Patents for inven. 
tions in the Netuelaaas (1942), and de Reede, Twee Belangrijke Beperkingen van het Octrooimonopolie, 
pt, IL, at pp. 209 ff., Gravenhage (without year). 

125 Examples mentioned in B, Reimer, Patentgesetz und Gesetz betr. den Schutz von Gebrauchsmustern, 
vol. I (1949), pp. 613 ff., at pp. 621 ff., and vol. IIT (1955), p. 1609. 

17 Supreme Court, June 27, 1928, in Gewerblicher Rechtsschutz und Urbeberrecht, Berlin (1928), pp. 


705 ff., and Supreme Court, February 13, 1934, id. (1934), op. 435 ff. In the ensuing notes, this reference will 
be cited as “GRUR.” 

128 Supreme Court, November 26, 1930, in Mitteilungen vom Verband deutscher Patentanwiilte, Berlin 
(1931), p. 31, at 33. the ensuing notes, this reference will be cited as ““Mitt.”” 

139 Supreme Court, January 18, 1936, in GRUR (1936), pp. 604 ff. 

130 Supreme Court, March 11, 1926, in 26 Markenschutz und Wettbewerb, Hamburg, p. 15. In the en- 
suing notes, this reference will be cited as ‘““M.u. W.” 

131 Suprerne Court, January 20, 1923, in Mitt. (1923), p. 50. 

182 Supreme Court, November 30, 1929, in M. u. W. (1930), p. 193. 

383 Supreme Court, February 14, 1934, in GRUR (1934), p. 435, at 438, 

1 Supreme Court, August 16, 1935, in GRUR (1935), p. 877, at 878. 

185 Patent Office, November 13, 1930, in Mitt. (1933), p. 97, at 98. 4 

336 Supreme Court, March 11, 1926, in 26 M. u. W., a 15; Supreme Court, January 24, 1934, in GRUR 
(1934), p. 246, at 248; Supreme Court, July 8, 1936, in RUR (1937), p. 678; Supreme Court, February 1 
1938, in GRUR (1938), p. 320. 

337 Supreme Court, January 20, 1923, Mitt. (1923), p. 50; Supreme Court, June 27, 1928, 27/28 M. u. W., 
Pp. 606, at 609; Supreme Court, December 21, 1935, GRUR (1936), p. 489, at 490; Supreme Court, June 6, 1934, 
GRUR (1934), p. 442, 
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Improvement in the balance of trade of a country is a matter of 
general trade policy which exists in most countries. Compulsory 
licenses for the purpose of improving trade balance or for similar 
general reasons of protecting national economic policy are often 
limited to times of general economic crisis or of war. Under such 
extraordinary conditions, the interests of the state, of manufacturers, 
and of the consumers are mostly quite similar, but only under such 
conditions. 

The majority of patented inventions of our time are improvements 
of industrial processes or products, and concern, either directly or 
indirectly, some ways to produce more simply, faster, better, and 
cheaper—increasing the competitive power of the owner of such 
patent rights and often, at the same time, adding to the industrial 
potential of the country. 

As mentioned previously, some countries have written the “public 
interest’’ requirement expressly into their patent legislation. This is 
not true of the Anglo-Saxon countries with their legal systems based 
upon British common-law tradition. Nevertheless, this concept has 
received expression in leading English decisions—decisions to which 
later Canadian and American decisions refer—and has later been 
introduced into the British Patents Act itself. In the Brownie 
Wireless case in 1928, the British High Court construed “public 
interest” in its widest meaning. According to Judge Luxmoore, the 
interest of the community should cover every class constituting this 
body, the purchasing public as well as the patentee, his licensees and 
inventors generally. Ns that case, the court refused the application 
for compulsory license. It took the position that the public interest 
may require that the number of licenses be limited, since that interest 
may be served better by insuring a steady supply of the patented 
article, instead of flooding the market and bringing about a drastic 
reduction of price by excessive competition. The spirit of this 
decision, recognizing the interests (in this case, in terms of “sales 
prices”) of a manufacturer and patent owner who, having regard to 
the nature of the invention, according to the court was supplying the 
market adequately and on reasonable terms, is now part of the 
Patents Act of 1949 (sec, 39 (1) (b)). The Comptroller is, however, 
also required, in the public interest, to promote working all inventions 
on a commercial scale ‘without undue delay and to the fullest extent 
that is reasonably practicable” (sec. 39 (1) (a)). 

These modern British rules stem from the basic British 15th and 
16th century law as finally framed in the Statute of Monopolies of 
1624—a statute that has had, and continues to have, great impact 
upon modern British and Canadian (and, to some extent, American) 
court decisions in this field. The latest British Patents Act of 1949 
is still directly and formally connected to the Statute of Monopolies 
by its section 101, in which the term ‘“invention’’ is defined as meaning 
“any manner of new manufacture the subject of letter patent and 
grant of privilege within section 6 of the Statute of Monopolies.” 
Section 6 of that statute provides for 14-year patents on new manu- 
facture within the realm ‘‘which others at the tyme of makinge such 
letters patents and graunts shall not use, soe as alsoe they be not con- 
trary to the lawe or mischievous to the State, by raisinge prices of com- 
modities at home, or hurt of trade, or generallie inconvenient.” The 
definition of “invention,” according to British patent legislation, 
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thus is still tied to the “public interest” concept expressed by James I 
in his Statute of Monopolies. It is also tied to the basic British 
common law which, even before the statute, treated monopolies of all 
kinds as generally void, unless they resulted in common good (i. e., 
good of the realm). 


B. Pustic Heaute anp SaFrery 


There remains the grant of compulsory licenses for reasons of public 
health and safety. The relation of public interest to this section of 
the life of the community is rather obvious, but viewed internationally 
these conceptions differ widely. What may be a matter of public 
health and therefore public interest of the first order in countries like 
the United States or Sweden, may be considered unessential in coun- 
tries with lower standards of living and with other geographical or 
educational conditions of life. The grant of compulsory licenses for 

atented inventions in the public health field may not always be the 
beat way to make them available for an interested party, since these . 
inventions are often not concerned with producing some new or im- 
proved product, but with complex controlling measures which can 
be applied properly only by qualified persons and institutions, of 
which usually only a limited number exist in any country. — f 

Both seeking patent protection and licensing patents in this special 
field of trade, involves a series of social, ethical, legal, and economic 
aspects which cannot be developed here in detail. 

Availability of food and medicine of high quality at reasonable 
prices is today in most countries considered an elementary demand in 
terms of living standards. Some modern patent legislation reflects 
these trends in their provisions for compulsory licensing of food and 
medicine patents. Section 41 (2) of the British Patents Act of 1949 
gives expression to these ideas when it directs the Comptroller to 
endeavor ‘‘to secure that food, medicines, and surgical and curative 
devices shall be available to the public at the lowest prices consistent 
with the patentees’ deriving a reasonable advantage from their patent 
rights.” Similar is the situation in connection with the special licens- 
ing act dealing with pharmaceutical products and remedies enacted 
in France in 1953 (discussed supra, p. 21). The French law spe- 
cifically stresses control of the quality of manufactured products. | 

Apart from the social point of view, the main ethical question 
debated is whether inventors in this field—mostly surgeons and 
chemists, often doing research with some public funds—should take 
out patents at all and earn money through patents. An extensive 
discussion about whether patents on medical discoveries and on foods 
are in the public interest or contrary to it, went on in the United 
States in the 1930’s. Morris Fishbein of the American Medical Asso- 
ciation, among others, suggested that a central body for administering 
medical patents should be created in the United States, under the 
auspices of the American Medical Association, for the benefit of the 

138 In his proclamation of July 10, 1621, James I revoked a long list of sole rights and patents, surrendering 
these monopolies for importing and exporting goods and for manufactures, letting the “outports” share in 
the trade, and in other ways fighting these public grievances. hast ; 

120 See, for instance, the Merchant Tailor’s case (Davenant v. Hurdis, 1599), in which an ordinance requir- 
ing every brother of the Tailor Company to have at least half of his cloths dressed by some brother of the 
same society, was held void as an illegal monopoly. This tradition continued through the 19th and carly 
20th century. Cf. Feather v. The Queen (1865), wherein Cockburn, C. I.,said, with respect to the public 
interest: ““The granting of monopolies in respect of inventions, was however, held good at common law, on 


the ground that, by tending to promote inventions, it was in the end productive of advantages to the com 
maunity.”” 
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public.“° In 1945, American courts intervened, to a limited extent, 
in this field in connection with the Steenbock vitamin—D irradiation 
patents. In Vitamin Technologisis v. Wisconsin Alumni Research 
Foundation, the court held the patents in question invalid and then 
went on to criticize severely the refusal of the patentee to grant 
licenses for use of the invention in irradiating oleomargarine with 
vitamin—D to prevent rickets, and suggested that this would be a 
valid basis for refusing to enjoin defendant in the infringement suit. 
Shortly thereafter, the Antitrust Division intervened in a second 
infringement suit involving the same patents, and this intervention 
resulted in an antitrust consent judgment which opened up the patents 
to compulsory licensing.“? The most striking United States develop- 
ment to date in this area has been the sweeping investigation by the 
Federal Trade Commission of competitive practices in the drug in- 
dustry, in which the use and misuse of patents have played an im- 
portant part. This investigation has only recently culminated in a 
361-page report by the Commission ™* and the simultaneous filing of 
a suit under the Federal Trade Commission Act against 6 manufac- 
turers of tetracycline and related drugs based upon improper conduct 
in obtaining and licensing patents in this area." 

In Sweden, an association of medical X-ray specialists tried “to 
open up” the use of a number of patents for certain X-ray tubes 
belonging to a foreign patentee, by petitioning the court under section 
17 of the Swedish Patent Act requesting that these patents be declared 
common property. The patentee had prevented marketing of the 
tubes in Sweden at reasonable prices. Compulsory license under the 
Swedish Patent Act was not applied for, because of the protracted 
procedure involved under the compulsory license section of the act 
and also because the license would not lead to free importation of the 
equipment which was not manufactured in Sweden but only to the 
right to use it in Sweden. ‘The petition was dismissed by the court.'® 

These few examples give some indication of the legal problems and 
policy issues that may arise in this area. These include such questions 
as whether compulsory use of patented substances and devices in the 
field of public health should be decreed by courts pursuant to anti- 
trust procedure, by patent offices pursuant to compulsory license 
provisions contained in patent acts, or through invocation of expro- 
priation (common property) clauses contained in patent or other acts 
dealing with property rights.™* 

As to the economic aspects, large industries are now engaged in the 
production of food and medicine and depend upon equitable protection 
when manufacturing and selling their products in good faith. Pro- 
duction of medicines which can be sold without prescription by doc- 
tors, is very extensive, especially in England and the United States. 
Many of these producers contend that the threat of widespread 


40 See, for instance, Fishbein, Are Patents on Medical Discoveries and on Food in the Public Interest? 
19 J. Pat. Off. Soc’y, 891, (1937). s 
4 Ww Vaeones heal v. Wisconsin Alumni Research Foundation, 146 F. 2d 941 (9th Cir. 1946), cert. 

len. . 8. 876. 

12 Wisconsin Alumni Research Foundation v. Rene Douglas, Civil No. 43-C-704, N. D. Il. (1944), The 
consent decree is reported in COH, Trade Regulation Reports, 1944-47, Court Decisions, par 57,433. 

3 Federal Trade Commission, Economic Report on Antibiotics Manufacture (June 1958). 

44 In the Matter of American Cyanamid Co., et al., FTO Dkt. No. 7211 (complaint issued July 28, 1958). 

45 Neumeyer, Restraint of Trade by Patent Licenses, 20 J. Pat. Off. Soc’y, 571, at 588 (1938). 

uo The U. 8. National Patent Planning Commission recommended in their report of 1943 that compulsory 
ees rie pe available with respect to patents affecting public health or public safety, 25 J. Pat. Off. 

joc’y, Fr 
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compulsory licenses on patented substances or processes in this field 
would hurt this trade substantially without giving the public better 
goods or a lower price. They contend, also, that extensive and ex- 
pensive current research in the pharmaceutical industry and by 
scientific institutions also require strong patent protection in order to 
increase their chances to recoup the high extra costs involved in 
fostering technical progress. Evaluation of the merits of these con- 
tentions would involve an intensive study of the working conditions 
and the economy of the drug industry, that would go far beyond the 
scope of the present jreport. That there are many additional con- 
siderations that enter into the picture is evident from the recent FTC 
report on the drug industry.” 

The provisions of the British Patents Act of 1949 (sec. 41) men- 
tioned before (p. 31, supra), which concern licensing of patented food- 
stuffs, medicines, processes for producing such substances and surgical 
or curative devices, warrant attention in this connection. Section 41 
(1) empowers the Comptroller to refuse such license application if it 
appears to him that there are good reasons for this. If he is not satis- 
fied that ‘a bona fide interest is disclosed by an applicant,” and “a 
prima facie case for relief is made out,” the application will be dis- 
missed by him at this stage.“8 This provision is held to be important 
in the interests of patentees.“ An appeal from any order of the 
Comptroller and from any award given by an arbitrator lies to the 
Appeal Tribunal, pursuant to section 44 (1) (3) and section 85 of the 
Patents Act. Applications for such licenses (which were also per- 
mitted in modified form under the older Patents Act) have not been 
frequent in England. In 1924, an application was refused on the 
ground that the applicant intended only to import from abroad the 
infringing ingredients and sell them to food manufacturers in Eng- 
land. In 1941, a compulsory license was granted under two patents 
covering the manufacture of vitamin B.™* 


Vv. CONCLUSION 


The system of compulsory licensing in European patent laws, espe- 
cially in England, has been misunderstood By some observers. The 
main testimony on European patent law before the Temporary Na- 
tional Economic Committee (TNEC) came from Mr. Lawrence 
Langner in January 1939. He gave a detailed statement comparing 
foreign and United States patent systems which must have been con- 
sidered as authority of first order in most circles. He said that foreign 
patents must be considered as ‘‘conditional monopolies” as compared. 
with “unconditional monopolies” in this country. It must be remem- 
bered, of course, that this view was expressed some years before the 
Hartford-Empire, National Lead and similar cases were decided by 
the United States Supreme Court. The witness also expressed the 
view that as a matter of actual practice “the compulsory license sys- 
tem has not succeeded any more than the revocation system * * * 
and that “the number of compulsory licenses (in England, Canada, 
and Germany) actually granted is so small as to be almost negligi- 

4? Federal Trade Commission, op. cit. supra, note 143. 

vs Tore Shelley Ou tne Law of Fataits, Oth ed, (London, 191), pp. 286. 


180 41 R. P. CO, 298 (1924). 
11 58 R. P.O. 12 (1041). 
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ble.’* ~The testimony, in some respects, was somewhat inconsistent. 
On the one hand, it painted a dark picture of how European patent 
owners are harassed by the state, and on the other took the position 
that, as a practical matter, compulsory licensing cases have been 
“almost negligible.” It was testified by Langner that the main idea 
behind such law provisions in Europe was “to prevent foreigners to 
come into the country” (in this case into England), that American 
industry had to compete against government-subsidized, totalitarian 
manufacturers abroad ' and a long line of other unproved statements. 
We find the same attitude expressed elsewhere. We read that the 
British patent system is supposed to be a “debased system” and that 
in England “‘the patentee is obligated to produce to supply any public 
demand. The penalties are first compulsory licensing. Tf that does 
not produce results, his patent is subject to being canceled.” 
Another writer recently asserted that compulsory licensing proposals 
are usually aimed at abuses by big corporations only and characterized 
compulsory licensing as a remedy to correct so-called suppression of 
inventions. 

Such statements reflect a misunderstanding of the purpose and 
operation of compulsory licensing. One cannot guarantee, of course, 
that all grants of compulsory licenses in the cited countries have 
been successful or even wholly justified. But they have not under- 
mined confidence in the ownership of patent rights in those countries 
or deprived people in a serious manner of their property. Moreover, 
the number of cases decided is in itself no measure of the real success 
or failure of the system. Provisions of this type are almost always 
prophylactic in effect and result frequently in voluntary agreements 
out of court. The difficulties in assembling statistics in this respect, 
or of measuring the results accurately, cannot change these facts. 

The present paper represents only a preliminary analysis of some 
of the basic facts and experiences with compulsory licensing of patents 
in some countries. Consequently, one cannot draw brand or general 
conclusions from this incomplete material as to the “success” or 
“failure,” the suitability or unsuitability, of this remedy in the field 
of trade regulation. Some limited observations are, however, in order. 

As we have seen from the foregoing, the remedy of compulsory 
licensing of patents in many cases is bound up with the conception of 
public policy of a country.” Public imterest should protect all 
groups of citizens. Nevertheless, the interests of industrialists, mer- 
chants, workmen, and inventors are not always in harmony with each 
other. They are unitary only in some areas, for instance, as con- 
sumers having typical consumer interests, such as buying sufficient 
goods of high quality at low prices. 

® Hearings Before the Temporary National Economic Committee, pt. 3, at pp. 1017-1041 (1939). 

Td. at p. 1025, 

14 Td. at p. 1021. 

185 Diener, Patents and Nationalism, 32 J. Pat. Off. Soc’y 623 (1950). 

16 Ballard, Patents, Progress and Prosperity, 36 J. Pat. Off. Soc’y 93, especially 113 ff. (1954), 

1 Oppenheim, The Public Interest in Legal Protection of Industrial and Intellectual Property, 32 J. Pat. 
Off, Soe’y 903 (1950). Oppenheim criticizes two types of public interest concepts currently urged in indus- 
trial property matters in the United States, criticisms which, in my opinion, can be very well applied to 
comparable approaches taken in other countries as well. The first concept ass'imes “that the public interest 
begins where the private interest ends.” The second assumes that patents and other industrial property 
rights cost society more than they are worth. Both of these Oppenheim considers to be fallacies, To 
demonstrate the fallacy of these two assumptions, he compares private interest and public interest with 
two concentric circles, in which the smaller circle representing the private interest is cirezmscribed by the 
larger circle representing the public interest. To the extent that the law carves out a private area of exclu- 


sive rights in patents, this reflects a judgment, as he sees it, that the public welfare will be served by pre- 
venting others from poaching upon these private preserves (p. 908). 
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But there are other interests that unite all classes of a nation, 
at least indirectly. These include the protection of full employment, 
increased domestic production and exports, national defense and im- 
proved health conditions. Where the interests between different 
social or professional groups are in conflict, some countries seem to 
give somewhat preferential consideration to the general consumer 
(Canada, Germany before 1933), others to organized industrial groups 
(England). Insofar as patents are concerned, no systematic conclu- 
sions can be drawn on the basis of present information. The views 
taken by patent offices and courts in different countries are obviously 
subject to considerable change over the years, as a result of changes 
of a political and economic nature, both within a country and inter- 
nationally. It seems desirable in the public interest, however, that 
the inventor should hold a somewhat privileged position and receive 
special incentives in some way over other citizens. In the absence of 
special protection and reward, his interest in inventing may slow down 
considerably. Inventing is a voluntary action, at least in most cases 
and nobody can be compelled to make inventions. The dissatisfie 
inventor will pass over into the area of trade secrets, cease publishing 
the results of his intellectual efforts which, if known and available, 
would be useful in further development, or, simply stop inventing. 
“Public interest” in patent matters, therefore, can never neglect the 
interests of the individual inventor without defeating its own purpose. 

The compulsory license provisions take cognizance of this. In 
practically all countries they are now surrounded by a series of legal 
measures designed to protect the patent owner against unjustified 
encroachment upon his property, such as expropriation of his exclusive 
right without compensation or in circumstances where expropriation 
is unnecessary. Based on past foreign experience, it seems clear that 
the remedy of compulsory licensing, surrounded by sufficient provi- 
sions to safeguard the property of the patent owner, but at the same 
time not disregarding recognized aspects of public interest, probably 
can be one of several useful means for preserving competition in the 
technical world in which we live. ; 

What form compulsory licensing shall take, what shall be its scope 
and how it shall operate in any given country must of course depend 
upon the general economy of that country, its special needs, its short- 
and long-range objectives and its economic and political relations 
with other countries. In any event, in all countries concerned an 
approach which emphasizes similar basic principles, alined with the 
obripns needs of international cooperation, seems, without doubt, the 
best one to take. 0 


